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The Federal Government spends over $150 billion annually 
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Mie einpess St this chasis is <9 
a single reference that will provide 
and important topics relevant <0 federal 
term "initiate" must be emphasized in that a synopsis of all 
myeecurrent and impoztart topics related to the acquisition 
field is beyond the scope of an individual thesis effort. 
Rulings by the Armed Services Board of Contract Appeals 
(ASBCA) and the United States Claims Court (USCC) impact “he 
field of acquisition management on almost a daily basis as 
do changes in commércial business practices, government 
regulations and the economic environment. AS with any other 
reference manual, this thesis will nead *o bs updated and 
Supplemented on at least an annual cycle in erdeéer te retain 
tts value. 

mice werm “acquisition snail be usaaqa in this thesis in 
meace Cf the term "“frocurement". S2OCUrLsMeEent 2s < 
considered synonymous with “contracting” as a subset 


emesis 2On functions. “Acquisition” means 1.he acquiring by 


Somewrac. With appropriated funds of bropertr or services by 
meomerc= the use c£ the Federal Governmenr: through purchase, 
deease, cor barter, whether the provoer=y or services are 
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already in existence or must be created, developed, de¢emons- 
eased, and evaluated. Acquisition includes such related 
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Pemewecrttation, selection of sources, AWa=GeOs CORe=ects, 
Semecrac. financing, GCOnt Pace Pel lormance, and ° con 7bac: 
administraticn. 


The topics selected for initial inclusion and syncpsis 
Ww 


aze divided into chapters under the following headings; 
Pormerdes> oq and Other Ganeral acguisitzon subjec<s 
Legal 


Peace, =conem.cs and accounting 


Va 





prcauck son 


Logistics management 


Wembye ch eme topics hat are included could staerd zlene 
Gemene Subject fcr an in-depth thesis analysis. Howev 


ch 


2ampt will be made to condense all topics to = maximun of 
Beem cages, Not including tables, lists, graphs or charts. 
tempus pese of this limit on thea depth of tonic co 


Hemecincids with the average amount of time that an acquisi- 


“ion executive Pome KOeCe =e LO Have .advVaileabie Eo= a beist 
cverview cn a subject that currantly has an imoact on shat 
he i aceqmoe2 sa. The “"“refsrences" and tthiblica- 


9 
Belem sceuay. 2.nciluded a= “ine hid cl mos= <opics 
Seconsidered *6 D= exhaustive. Theiz purocse 


[Meme Gocvide the "next step" to & more concen irate 


d 
Bempaecarcticular topic beyond she First step oF the syneosis 
Vv : in ail cases the Detens]e Acquisizson kegu 
n ) 


O al 
ormerily the Armed Services 


importance. ihe tao. De Galis> (ore che au mes Or 
mmemeecr Classificaticns attached to some of the +crics, they 
ace net éven in alphabetical order. Use of this reference 
Will require scanning the topics under the televant chapter 
Peetenaeecr location of the topic identified as an indivi- 
dual section. MioOple =has Has MU eo sap pl=eGatlon in the 
Seda sitaicn field such as PERT/CPM, for 2xample, T= nO! 


xX 
included under the normal heading of Produccion but is 
included in an area that emphasizes it 


Logistics Management. 


NZ 





He=eene puerose of later 


up 


dates and suppism 


topics, references and prepared synopsized topics 
n 


forwarded +o the Acquisition 


Academic Associate, 


Naval Postgraduate School, 


Department 


Ue 


a 


DaeeCcOMcCE act nan 


of Administrative 


MOneevey, Galirornie 939 


~ 
— 
~ 





II. CONTRACTING AND GENERAL ACQUISITION SUBJECTS 


te «OLE DOD ACQUISITION IMPROVEMENT PROGRAM/CARLUCCTI 
CNC TIATIVES 


ieee Descussi en 


Deputy Secretary of Défense Frank C. Carlucci issued 


eieee clr Of "TRPTCvang the ACgquiSiztion Process" cn April 
wee 19971. Omeovadditzogal a22smn on “inersesing Competi=ion" 
meemedad=aq to the original lis* of 31 initiatives on July 27, 
led |. Since that time, Significant changes hav2 been nade 
mene Dlanning, prcgramming, and budYeting system (PP38S) 
and the acquisition process. However, much rémains «o be 


don= to fulfill Secretary of Defansée Caspar W. Weinbexger'ts 
promise “+9 demonstrate to the American taxpayer th 
and will manag2 our large, Complex, eae Cue Ve 
establishment in a prudent and businesslike manner" (Ref. 
1]. Mie Mejes ~heme of the changes i5 to achie 
readiness, reduced acquisition ccsts and shcerten 


On tLme. 


2. Acquisition Improven Actiors 


io 
= 
=. Sa = 


lw 


1) Reaffirm acquisition management principles 

z) Increase use of Preplanned Product Improvement 
3) Irplement Mee eae procurement 

4) Increase program stabilicy 
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5) 


6) 
7) 
e) 
9) 
10) 
11) 
12) 


13) 


14) 
15) 


16) 


Encourage capital investment ts enhance 


Deed UG ely Lty 

Budget to most likely costs 

Use econorical production rates 

Assure appropriate contract ctype 

Improve system support and readiness 
Reduce administrative costs and «ime 
Budget for technological tisk 
Paoweacesfmene-=nd Eunding £s2 test hardware 
Reduce governmental legislation related to 
Bequis2tion 

Reduce number of DOD directives 

Eehanecs Eunding flexibility 


Beevode GCntracsOr EnCen=lves =O improve 


reliability and support 


Decr2zase DSARC briefing and data requirenmens 


F2) 


Budget for inflation 
Forecast business base conditions 
Improve source selection process 


Develop and use standard operation and suppcert 


systens 

Provide more appropriate design-to-cost goals 
Implement acquisition process décisions 
Reduce DSAKC milestones 

Submit MENS with service POM 
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26) Revise DSAKC membership 

27) Retain USDRE as the Defense Acquisition Exséscu 
¢8) Raise dollar thresholds for DSARC review 

my) integrate ESARC and PPBS process 

30) Increase PM visibility of support resources 
ei) Lm@prove reliability and support 

32) Increase competition 


Be Primary Objectives 


“live 


iiems2edequlsi=zon Limprovemest actions are firaly 
reece in eéight fundamental managemenzt principles. Tasse 
Peane*ples were stated by Mr. Vincent Puritano, Exscu~ive 
AsSis‘iant to the Deputy Secretary of Defense, in an article 


mami: October 1981 issu2 of Defense/381 (Ref. 2: pp. 9-19] 


as follows: 


We ust improve long-range planning to ¢nhanc3 acqui 
mired) CELCgGram Stability. 
Cc 


Perw OSD and the 


sIvices must delegate more respons 
cee 7, SiemloOrca<y and accOunztaDilicy ror cae: 
peas cular the Services, program manager should have = 
respensibi ifity authority and resources adequate 
axecute ¢f ffici sntly Veep SOGral boa OWA? Chwhe- 2s ~espc 
Sabie. 
qe nust poe evolutionary, altexznatives cee us¢ 
lowér risk approach to technology than sol ooo Ree meng 

Cy. 


Beonctlier cf technolo 


Menmusc achteves mcre ¢conomic rates of producticn. 


si- 


cP hy pepe 
iow? | 


+ 
6 


WS must realistically cost, budget, and fully fund in 
the Five Year Defense Plan, and Ex*en ded Planting Annex, 
precurement, logistics and manpower for major acguisi- 
mon eregrams. 

Readiness and sustainabilit of deployed weapons are 


primary objectives and must be considered from the svt 
of weapon system pregrams. 
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Reese ccnG endustrial base is necessary for a stron 

defense. The Peco eeans: +209 oh Belatwenehips with 
meeusc.y Should not be interpreted by DOD or industry as 
advéersarial. 

Defense Managers at alltlevels should expand their 
eeeomes co ODtaIN HaxXimum Competition fer their centrac- 
tuai reguirenents. 


meomeuobicGat tons Cr BOD Direcgivs 5000.71 [Sef. 3] 
and OMB Circular A-109 (Ref. 4] were major achievements in 
the definiticn and refinemen= of the acquisition process. 
Simparticilar note in both of these dosuments is the strong 


SM@imesis Cn tailoring {he acquisition process =o yield «the 


Optimum a2<ynu1sition strategy. iieshice Of SUCh =anprove= 
Menrct=]=, sacwuever, Mr. Carlucci's view was that in the past 09 
much emphasis had keen put on studying reoblems and oc 
ieee] On implementing solutions. Thus, [ive werkina groups 


meme Chat ered not to conduct yet anotnéer study of the 
meet tor process but <o look aé soluzions «hat had been 
meepesead If the past and determine a courts> for future 
actions. ClineOn emese Seudy gzcuns' findings and réeccnner- 
daticns came the 32 actions designed cto: 

SemeeeeomMot=> decentralization and participative 


temagemens (actions 17, 24, 26, 27 and 28), 


wecora iS , 


GaelroerOve abi dity to cope wica technical 


MWeeaertaenmties (actzons 2, 11, 12 and 15), 
Me eiorove sElanninmg (26etions 4,7, 25 end 29), 


3) improve costing and executicn cf programs 


(seetons.6, 8, 15,9190 and 22), 


GC. strengthen the industrial base that supports the 


Cepartment of Defense (actions 3, 5 and 32), 
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d. increase the readiness of weapon SyStems, 
Bacticuiarly in the early stages of their lives 
PoGuomnrscl a facec2O0as 9, 16, 21, 30 and 31), and 


€. reduce the burdensome administrative requirements 


that makes the acquisition process nore costly and 
time-consuming than necessary (actions 10, 13, and 
14). 


Brapson, G. Dan. 


a 
Improvement Program." Cor 
teal, Es 54. 


misttane, Ve "Getting Oursel 


Vv 
ees tion", Derense B81. October, 1981. 


Demmpsrecuey> 5000.1, "Major Systems Acquisiticns", 
Maeeh 29, 1982. 


eee Ch redectal Foocurement Policy. "OMS Circulaz 


a 
Petco, Waesninaqtcn, D. C., Apsiil 5, 1976. 


Meee s. Vols 5, No. 3, Summsr 1982, pp. 9-213. 
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Bo SCCIO-ECONOMIC INFLUENCES ON ACQUISITION 


RUMSCC1O=-eC ORCHG PrEOgsam 1 designed +o promote, 
advancs cr achiave social banefits through ¢conomic and 
contractual means. While socio-economic programs imposed on 
S@emacauicsition crocess can be traced back at L3ast tc 1876 
Momeecte>=nce for American sources 9£f bunting), the major 
Smpetus fcr the policies was the depression of the 1930s. 
Memos ecsent, the Office ot Federal Procurement Policy (OFEP) 
Mere= FOrcy-Six cCUrrent prograys, which ars summarized ax 
Mmenwend cf this sSynocsis. 


An important general area of conflict between acqui- 


1) 


Siezeon and most socic-economis programs i eonoc 122 Ch. 


m 
emeeecenemc PLOgGramS ect to iigit the competiticr cther- 


Meereavedteble and, in <his sense, conftliczs with acquisition 
objectives. Peesodane L2eqrslaciton the hnhacion -s d¢eoendin 


Beene cederal contracts to further its social ob 
there is little disagreen D 
Mer, <tc detePimine =he 
experts agr*#e that 4 cos’ 
U 


BerfloOrmed cn current and ¢£ 
Ze Ltcqram Impac=/Burden 


Socio-econcmic programs creéeprasent a multitude of 


Mmeerests and objectives unrelated <0 acquisition objec- 


tives. Therefore, “hey receive substantial supsor= Fron 
Pee-eect=d cr benefitted groups but decidedly i¢ess support 


from th] pregram, user and procurement groups whose projects 


may be made nore difficult, expensive or time consuming. 
Administration of the programs, Saaaeemig: Je=sonnel an 


program objectives, requirements and procedures, and imposi- 


Seem cE Support requirements on contractcrs all contrinute¢e 


i 





Goethe burdens. 


Eucdens have certain common charact 


ae PO@sitive action by acquisition personn 
required tc accomplish the program. 

Eis Program actions must be documented <tc 
proof of ccmpliance. 

Sc. Pregram actions must be reporzed tc go 
agencies for statistical consolidation 

is Performance objectives are estaslished 
specific prcgran. 

e. Meteo on wecesOnS ESQuLre coordinati 
gevernment agency other than the procu 
agency. 

3. COGP Reccmmendations 

In 1972 the Commission on Govetnnent 
MeeGr) conducted research con how the acguisitio 
employed to accomplish socio-economic goals. 
ieee ene Cumilative effect of oDrograms alrsady 
me oeecuremen=: crocess and the éaéddition of th 
Meee could overburden it to =hS point of 
breakdown. As a result, the COGP made three rec 
which were accepted by both the executive and 
rranches cf the Federal Government. These wers 


ao) 


Socio-economic progranr 


Establish a comprehensive program for 
and executive branch reexamination of 
range of social and economic programs 
the procurement process and the admin: 


Dede eaces followed in chei = applicaz:io 
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eee Raise +o $10,000 the minimum contract vaius ar 


which social and economic progtams are apnbli¢ei to 
the preocurement process. 

Ce Consider méans to make the costs of inmplamenting 
sccial and economic goals through the procursient 


process more visible. 


meee DUblication of the COGP report, the so 
program recommendations have noz bean inple 


n 
mi@emeas= Ci the Miiler Act (refer to paragraph 5. 4d.}. 
4. Froblems/Recommendations 


Mm @agor proplen 25 thet thers 1S no committee in th: 


Memgcess With jurisdiction cver both procurement and the 


sus 


Vatious sccio-eccnomic programs. A potential soluticn would 
Bempeemececari-sh a date fora "“sunssc" type of e@View [Or 


Seema SOCiCc-e€conomic frogram, develop measurable criterie for 


Mn & 


Pwereila.-ng benefits received against costs incurtred, pflén te 
modify pregrams follcwing suns2t reviaw if achievements are 
n 


MemecsaeiStactory, and consider setting a time Limit for the 
A 


ita = 10 n of preferential *reactment. Geter oned ly, 
Congressional leadership should Eequmec <a OVScooo gh- 
committez¢s analyze the impact of new laws (and amencunenets to 
Serent Statutes) on the acquisition/procurement process. A 
Separats Sub-committes (possibly und¢r Government 


Operations) should be established in both the Sénate and 
House cf Represent ative2s. This sub-committee woulic be 
Besked With the responsibility of svaluating “he <¢ff2ct of 
thos? laws and amendments Ones OF M- 5 Sedually im 
national objectives being advanced snarough =he use of 
federal contracts and grants. Pose elev TO improv 
effectiveness of implementation of programs chat clear the 
above hurdles, require? that all program man2geme 


acquisiticnyprocurement personnel attend shor: 
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fiagoctriration briefings 


on 


socio-economic programs in 


Seeec-. {including a discussion of the history, gceals, fphilo- 


sophy, néed, and duration of ths 


5. OEFPP Recog: 


ae ©. Og9Lan-----— 
Ae Socic-¢conomic 


Davis Baccn Acct 


Pemyitce Ccn=ract 


Act 


Walsh-H<aley 


Ac* 


@Gemerac. Work Hours 


and Safety Standard 


Fairc Labor 


Seendgactds Act 


Bie Socic-=sconomic 


Small business 


program). 


programs +o improve working conditions 


40 


tO 


47 


41 


40 


29 


Pecq rans <6 


fous COs toch 


USC 


a-5 


USC 


USEC 


USC 


psy ee 


Z21GG= 1 


| =) 


35-45 


S28 5332 


Zn 


ae 


Minimum wages, 


benefits, and work 
Candis LlOns £0 


SMeENCeLOn Cont ects 


Minimum wages 
benefits, and work 
GOonditiors fo 


Sa Cee CO ec eae cS 


Minimum wages, hours 
and WOEK coOnd=2270nSs 


Qa s SUP pay CONn=fac—s 


Pig  Nemeae day, 
forty hour week for 
HaApDOTSES and mechanics 


on public works 


Minimum wag¢, maximum 


Olas cePaden as EOT 


ai) 


employees in commnetc: 


favor disadvantaged gqrouos 


Peono.e COn=racting 


with small business 





NanoOrity business 


Products cf blind 


and handicapped 


Ei) 


Equal Employment 


mopoLrtunit 


Employment cf 


Handicapped 


feoe= Surplus 


Areza 


Vie=znan 


Required source 


for jeweled bearings 


indian 


meanbled end 


selt- 


@]=-o2oTinaticn 


and education 


assistance 


Veterans 


lpeUSe oe 1— 647 


47 USC 46 


1S ,ESC 4 y2m 


EO 11246 
EO 11375 


Zee US, 735 


ae 700 
eee. 200s 


ra 


Bon JC zule 


Policy 


Pye - 650 


Zs 


Re@qu22Gs COe=re Geaag 


and subcontraczing 
m 


Wich wimnontaey fla 
ain we ae bt ey da ab ie 


Mandatory purchase of 


products made bv bli 


n 
and handicapped verson 


Mandatory ocurchase of 


Co GealthascupDliss —£rom 


Federal Prison 


hace eacs 


Seta ee. 2 = 


Os Nendicipesd 


Praference t 
H==2fOrmang i 
Surplus area 
Ariirmazivs 

disabled and 
ye terans 


Oo 


CONnGec NS 


aoc = 


3 


yf} 


AG on fcr 


Vv: afm am 
= ew = ow ae all 


Praserves a nobiliza- 


~i90n base £0 


bearings 


rm jewel 


Requires preference to 


ia sane beanpoenand fins 


MPwecdnry oq Cuz O0lO- 


graas 


benefi«+ 


is hat 
vals pageags 0 elegy 





Women business 


enterprise 
. Socio-economic 


Buy American Act 


Berry Amendent 


Prefersnce for 
domestic hand tools 
Acquisition of 


foreign btuses 


Preference for 


US flag vessels 


Preference for US 


flag aizt carriers 


Preference fer US 


EQM a2 3s 


EaegLrems «oO Lavos 


PiU Serra = c 


Annual Appro- 


Tt aeons Act 


PumUa lene iD =o — 


Apia Ons: ACt 


Pee 0-300 
404 


SoC. 
10 USC 2631 


2), Slices (oy) 6: 


22 USC 2354 


Beeauc is for Military 


Assistance Programs 


Beemakicicn of 
@emctruction of 
naval vessels in 


foreign shipyards 


Pmonibicicn on 
purchase cf non- 
US 


stesl] 


stainless 


fiatware 


ADH lL AOpl o> 


PEiaci ONS @met 


Amaya en ODO = 


Cetaelons Act 
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Dromotes womer-cwned 


business 
American companies 


Provides preferen 


QD 
vd 


Bre denest.c Material 


Disenase oO. = 


O 
Eo, Clhe2n2ng, 


Rastricts ourchass 


fose=gnehand <ools 


205 G=ge 


Manucaceurecd buses 


Shipment of goods 


on US bottoms 


Use Of US £ilaq air 
carriers for personnel 


Requv=ses pischase cf 


Uses Oaduers, £Or MAL 


| 
sv 
4. 
O 
ry 
QO 
= 
oO 
Oo 
iD 
J 
if 
in 


torcign shipvarzds 


Psap~D2-s ise cf funds 
for purchase of stain- 
flatware 


~he US 


lass 


steel 


NO= made in 





a. BoclG—=<COneOmic fPrEOgrams =O protec: the environmen= and 


age .ty cf life 


Cate of laboratory PL 91-579 Requires humane treat- 

animals ment of animals in 
experiments 

Humane slaughter (muse. 1901-6 Puzchas2 mea*> only from 

cz livestcck Suppliers who ccnftorm =o 


bumane standards 


Release cf product EO> 115 60 ncourage dissemination 
meyeotraticn to or governmen= dccuments 
cCOnsumzerts OEestScu-O COnsuners 
aecycied matsrial PL 94-580 ReGguiEeseeont Sacter 
Cate tticas O11 eS £c uss 
of recycie1 materials 
Conservation of PL 94-163 Requires consideration 
6nergy SE conservation in 


Solace comer actos Ss 


Clean air and oo ise 1 BS: 7 Corwin cat Lom rand 


ene 20 > COMDLY 


Mma. chai Safsty 29 USC 651-678 Requires contractor 

and Héalth Act compliance with DOL 
(OSHA) regulation 

Restriction on Annual Appzro- Prohibits use of funds 
conversicn of DasaeL ons Act MOmCcOnVezs Neacing 
héating flants peencts =£=onm coal to 921 


in Europe 


aS 





Hesse 27 90a—d 


tx 
ae 
i 
( aa 
m 
r4 
7 
O 
ct 


Requires performance 
and payment bonds on 


EONS emUeceron COntracts 


18 USC 874 
LOMUSC 276cC 


Copeland "“Arnti- Prohibits kickbacks 


Kickback" Act rrom employees on 


publi cawesk s 


Maybank Amendmen?: Annual Appro- PEeQn2 bles  Paymen= oz 


Sia Ono Nc = fe ceoeen=re lt by DOD =o 


realieve economic 


dislocation 
Covenant agéinst NO, USC *2396 Prevents contingent 
conzingent fses¢ 41 USC 254 fe2 payments 
= Becre-sconognmic (EEOGramsS =O achleve cther governmen: 


purcposes 


meecnasSes in 
Communist 


@ountriss 


Balance cf 


Payments 


Exc2ss and near 


meee sos CULTreEncy 


Non-use cf foreian 
flag vessels engaged 
in Cukan and North 


Woetnam <rade 


DOD policy 


Policy 


Polkaey 
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E=oiebpet ag i.sicicn of 
Supmlees for publec uss 


f-om some areas 


seas purchases cn 
vers 


=) lO S 


a 


Prohibits shivvoing anv 
Supplies on such 


vessels 





Merrciale net to 18 USC 43 ~- Prohibits members of 


Benefit Congress from benefit- 
ing from any govern- 
Come econ hac. 

Gratuities 1G aus Ge 22007 Reqne ©O ferminat> a 


meray ct Labor Act 18 USC 436 Prohibits e 
Cc 


COM trace yh S Gravulty 
was given tc government 


employes to obtain it 


JevVeeam ne COleraC es 


Duty free entry of Po. icy Mimene =m  ecOnegml=C ©OO )— 

Canadian supplies etalon we oC a 1a 

Beecizement cf Pi 2a 2 Precludes price comps- 

A & E services [Ome fOluas oF Ef 
s2rvices 


TmeeeciyenachaLd J. and Lezrstte, Richard J. 
Pocro-PCcOnemic Obgcc ives: Impacs on Civil and Defense 
Agencies." Defense Systems Managemen? Revisw. Vol. 2, 
No. 4, 1979: 79-88. 
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C. GCVERNMENT/COCMMERCIAL DIFFERENCES IN CONTRACTING 


1. Discussicn 


Fublic and privates procurement are ren 
Similaz, particularly with respact to the fundamental soli- 
f m 


citation and award processes, but di 
primarily because of the a O° 
oversight by the public. Buyers and sell 
sectcr are expected tc comply with gensral legal a 
restraints cencémming competitive behavior énd pret 
meeecns in restraint cf trade. equality between the buyer 
@egeseller in private contracting generally exists, with the 
Meeercions cf the influences of comparative size, ‘*#conomic 
Sstrangth and technical knowledge. However, tA government 
um 


as a kuyer is the rule maker in virtually ali cir Stances. 


) 
cay 
id 
1; 
ai 
mm) 
ct 
Bs 
t? 
ey) 
Si 
() 
D 
in 
“a 


re ocvertnment has the capacity to write <¢ 


procurement regulaticns and management pro 


i @ 


e 
mon to its size and’ ¢conomic strength. Futherasc 
Beoctrenent includes a mich higher proporticn 3 
Tesearch and develcrment, and major system 
Semgats.can= diriferences between public and privite precure- 


ment ar¢ discussed in the following subs¢cctions. 


Meow AUthOrity 


The MOveEnment cContsecting SrLicee Ms. have 
Nexpress authority", detedacedsv2a ya ¥a2-ceNh Wartan<, in 
6€zder +o cbhligate the government Meme icc cewsO ls lactis ie 


Semmercial centracts, the Uniform Commercial Code (Ref. 1 
and 2} identifies “apparent authority", whereby, via che law 
Gz agency, a seller acting in aqood faith may reasonably 
assume <he commercial contracting officer has authority 
comparable with that of similar agents in simi companies 


aur 
and may hold the buyer's company liable for <h 


( va 


° Agew ots 
le eS nm 


aim dem 
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aci=ions. The government may not be held liable unless “heir 


agent acted under express authority. 

Semlecoualerrrms ale also subject <co in-sirpretations 
cf "implied" and "customary" authority. Pore cane le em a 
firm's president may be held responsible under a condition 
Gt implied authority for his actions 1£ the ccmparnv nas 


hired him tc "run the business" or do everything necesse2ri 
SemeOLOper and usual in the ordinary cours 

Additionally, a firm's agent may be held responsible fort his 
actions (and thereby legally obligace his company) 
Meret. On Of customary authority if most Similar age2n=s it 


Pegi lar Companies customarily perform equivalent actions. 


Be ScCic~Economic Objeczives 


Gcvérnment ccntracts are often used as instruments 
Pee meeting social and economic objectives directed ky recu- 
Beton Or Sz~atuts. Examples include the Smali Business Accu 
(SBA), =the Buy American Act, Occupational Safety and dA¢alta 
MemeetCSHA) reguiaticns, andthe Full Smplovmen= Act whica 
d=rects tuys to Labor Surplus areas. 

Though a commercial company may formally ocr infer- 


mally pursus GO ronda. = social responsiblilties ie 


x, 
t 

-3 
oO 


Semmeeac cial action, chaz pursuit is not direct¢e]i by ia 
Mmeeitat= tax reporting and substantiation ci taxabl: 
deducticns, a business firm will usually support sccial and 


meeaom co Erograms by diréct contributions. 
HK. Formal Advertising 


Gcvernment réegulaticns rigi efiné agency action 


}-’ 
jy 
t— 
Qk 


n method of sol:- 


t?- 


in p-ccurements via fcrmal advertis O 

Seeation, receipt cf proposals, nee able yect bids, 

formal bid opening, public display id abstracts and 
ad 


in all cases except where exemption is authorized in 


apparen= winner and award. Formal Sing must be used 
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accozcance with the seventean criteria listed in Section 
git, Fart 2 of the Defens=S Acquisition Regulations [R2*. 3}. 
The commercial sector uti ir zes competitive fad 216 
Meequentiy but does not constrain itself to these linirta- 


=Tons. 
5. Government Reserved Centractual Rights 


The government reserves several important criahts 
Sevetning the actions of the contr h 

Seem the “*hezlerplate" of the contract are not subject +o 
Beever Dy he contracting officar or to negotiation. ay 
meee Under the "Christian Doctrine", the statutory clauses 
momeegevernment contracts are binding on che contractor 
Beqacrdless of whether or not the claus2? is actually written 
MemaencCrpcrated by reference in tha contraccx. Examples of 
these clauses include the Chang2s Claus¢, which giv2s “the 
Movernment the unilateral right to direct changes in scope 
Meche COntractor's performance; <zhe Disputes Clause, which 
fmeow= ~he ccontracting officer to make final determinations 
in disputes bstween parties; and <the Terminaticns Clase, 
Meee gives the gcvernment the ctight, unilaterally, ae 
Beensina-~¢ the contract for convenience These rignats 2xis* 
because of the sovereignty of the government and are nor 


available tc the private sectcr. 


= Se ee eee a - Ss Se oe 


In commercial transactions contractors may su¢ for 
Meewen OL Centrac= Cr Submi=z 4 disput to arbétration, it 
Meevye dd for in the contract. An unsuccessful bidder has no 
appeal avenue unless there is evidence of fraud. 

Contractors have a maze of remedies availabl¢ to 
Bnem in the field of government eo aqGue mcstiy to 
Biplic oversight cf government activities. LOSe>S Of 


formally advertised bids may submit a Drotest to the General 
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ct 


(n 
i 2 
oO 
{wv 


Becounting Cffice (GAO). Contractors who aré no* sai 
Meee a CCNtracting officer settlement may submit a claim to 
the Armed Services Eoard of Contract Appeals (ASBCA) One 
mecectly tec he United States Claims Course (USES). 
Additicnally, ccntractors seeking extraordinary relief due 
to essentiallity or damage from a government acticn may 
submit aclaim undér Public Law 85-804 to the Contract 
Adjustment Board of «he anoplicable service. Even though the 
cen =ractcr has a numbér of appeals recutes available, if the 
econtitact work has not been completed, =h2 contractor has no 


right to cease cperations. 


2 a 


Harndpook. McGraw-Hill 


Seen crm Commercial Code--1962: Official Text wich 


Comments. Minnesota: West Publishing Co., 1964. 
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Fage, Harry R. Fublic Purchasing 2n¢ Mazsrials 
Management. Massachusetts: D. C. Heath and Convdany, 


Sherman, Stanley N. Government Procuremer= Management. 


Mamnyieanad: Werdcraftesrs Publications, 1981. 
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De. PURCHASING PERFORMANCE ALASUREMENT 


se scussion 


th 


Performance in most areas affecting Government 
Ss 


> 


procuremen= is guite difficult ‘to expr 


D 


Ss n quantitative 
+Erms. The validity of standards us2d must be assessed for 
€ach procursment office independently, because they will 
Vary wit Materials, Markets and vendors. A general 
appzoach allows performance to be evaluated in the three 
distinct categories cf management effort, buyer proficiency 
Smo procurement efficiency [R2f. 1). Evaluation of nanage- 
men: effcrt includes a qualitative assessment cof a number of 
Eroad managerial resrfonsibilities, such 4s the capabilities 
S 


@f personnel, the scundness of the organization 


+5 


Me@ecnacine rlans, pclicies, procedur2s and th 


(D 
9) 
5 fu 
(i 
t+ 
S 
p) 
Q 
mG 
O 
ih 


reports. Mie evaiwiatton.Of bUySr peOrltcsency is mc 
ieee ive and normally is accomplished by matching actual 
results against standards oor *arzg3ts <zhnat have been 328*apd- 
lisied as necessary to achieve agency goals. €on2no!l Oo 
BeewuLemen= erriciency involves an evaluation of werk 

Meese nmnel utilizetion, operating cos=s, and processing 7=ime¢s 
as rel2ted to specific volumes of purchasin operati 
Procurement executives should strive to achieve a 
degree of efficiency but not at the expense of buyer pr 
czency, in that there is a greater opportunit+ fOT 


Savings through "smart" buying. 
ee Oba ecea Ves 


Primary considérations that should be included in 
establishing an overall performance meaSurement criterion 


mOoLIOW. 
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a. mee Claicen 10h snOouldsconmplemen= the organization's 


gcals and chjectives. 


Er The criterion should provide adequate feedback so 
that progress toward accomplishing objectives can 
be measured. 


a The criterion should be evaluated through +rend 


analysis rather than absolute measurement +o 


reflect the uniqueness of eacn agency. 


ar. Miewere-erten should beeused as a ccnt=zol device 
and management tool, and not as an enfo 

weapon, in ordér to preserve its accura 

Paoveude a Hhignhes quality Of Critical analysis of 


the impact of different indicators. 


3. Managenent Effo 


i 





valuation of management 2ffort is zssential 
Managen2nt eudit of the procurement function and cou 
St accurately acccmplished by someone external to <the 
reohasing area. Purchasing management and he desig 
hould be concerned with the procurement s 


a Eo 
Crganization, personnel, policies, procedures and reco 


Tn2 scove of the purchases task is a functl eC 
important management considers procurement in relation to 
Sie £Cctai operation. LicmOGd= One Of =he P= Cccurement f 
Beene Organizational hierarchy, theirs participation in «he 
formulaticn of policy (13. Siveneory evelS, Seciperec y 
Make-cr-buy) and the degree of their involvement 1 
Meeevities (12. participation in setting material stand 
*mpact on final value analysis decisions) ar2 indicatcrs 


the sccpe cf the procurement function. 
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he procureszéent organization must op2rate 2+ a 


aL 
proper level of authority and responsibility in crdazr to 


emer ate CCncern £Or Minimizing errors and to facilitate the 
development cf pride for a job "well done'. Epo enls era OF 
@iscussicn cf centralization versus decentralization, it is 
mmportant =o remember that the grouping of operating activi- 
ties must consider functional operation, Coo. 02h 22207 ena 


contrel requirements; and adequate job descriotiors should 
Pemevdilacl=. Additicnally, crganization planning mus« be a 


Continuing ¢<volucicn in onder to meet future needs. 


O 


The eVaivaticn ct purchasing personne 
Smet initial qual:ificasions and th2 knowle 
subsequently attained. 7£ compensation levels are «cc low 
Bee cone turncver tate is high for some other re 
degree cf expertise is adversely atfec 
criteria must te eévaluzted and job training should 0be 
mrerucded in the planning and preparation fo = 
replacement cf personnel. | 


eG se tid=esceandenile2tzy of policies 
a 


1 


Pres pu Lica=i/¢en 


Gmameprcceduzes is the key factor in their evaluation. The 
Meemanizaticn and automation of all arécas in procurement 
Meeard bce considered in ords= to improve ¢ificiency and 


better utilize assets. 
An ¢valuaticn of records and reperts must nak 2 


Mee ni nati cn. of “Stoo mich cr «too little", Whe 


4 


n 
determined that recctds are adequat= and properly main- 
m C 


mained, ei tt and meaningfulness ¢t zeit 


S 
Meer ded aldience mustithen be ascertained. 





4. Buyer Proficiency 


A number of different performance factors can be 
Measured <o provide a basis for appraising and controlling 
Bayes proficiency. However, depending on the nature of the 


business and the materials purchased, several factors will 
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Gé< 


quantity, 


vary in their gree of 


Timelin=2ss, Ewes, 


of satisfaction cf supported 


Beasures cf buyer orcficiency. 


Furchasirg's impact ¢n 2 


product guality image), 


One 


(agency 


Saat in this age Cone: 


CS 


~ 


Component and pisce-fart Sscus 


subcontracting) 
firms and agenci?zs. As sources 


femer= incumkent upor th2® furcna 


WemdGs Gelaticr= and 


The 


good Lae 


tives. bivVesegpLunctaon “cr 


mimction and, if tae 


fied with 


as 





i igheee apemee 
cf the 


Maximizing che use 


meao.lt< 


mempuye=> ptrcficiency. 


procurement acticns bu y<r 


row 
ros 


Mermguality cf individual ccntcac 


mac -Oroe sna. Can 52 conD 


= 


Mmrereide the rumbez cf contraczs 


Beaced, the number of 


= 
‘ove: 
_ 


Mears ckligat 
Addi 


M, employee turnover a 


and departnan 


employes. Gucial £2ac¢tors 


_ 


As 


apsenta 
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is increasingly 


RoW: 6Ca=l ons 


 2nota l 


lndividual agérc 
the 


meaty use 
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oe 


sources and 
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BeMaekhts ake 
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ana seOdict- Cost es 
ala) spect alaZacti cn. 
(Lacreased 
De 


Maer Lals ar= 


emphasis on 


being cfrormed by many 


N 
f 


Oo 


decilani rg, 


Since uote to «St 


a 


the number 


ery 


see 6, Of syers 


)) 


number of crdecrs 
zhe 
g 

be monitored 


issued, 


— 


12Cessaly, amcunt of 


We Ga 2.5 Geers iS 
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Sem oe 2 eee spec*. ic Cii=sria monitored by 
ment agencies ar? the fcllowing: 
A. Procurement/Purchase Administrative Lead T 


(PALT) --Thée 2lapsed time Frcem The pucchase 


th SO 


request receipt to the placement cf ths cr 
is a key performance factor that is comput 
and compared to similar orgenizazicns. 

Ee Weneuoed—-— The number ci completions, work 
pregress and the backlcg are moritored as 
MmdiicatOre €f Servics provided. 

oe MedmeiGaricns and cChang=es--The thorolghnes 


Original buy and the adequacy of <he 
Specwmecations are a) faceo= in ihe nimber 


Meditkecat tees anda changes. ©squi> :d. 


gevern- 


ome 


der 


fice, Lamar, Jr. and Debler, Donald W. Purchasing and 


faterials Management: Text and Cas2s. McGraw-H 
Company, 1977, pp. 474-486. 
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Bee THE TROTH IN NEGCTIATIONS ACT/P. L. 87-653 


ls Discussicn 


Public Law 87-653 (also known as ‘the ruth in 
Memo-oheasions Act or the Hener* Act) was enacted in 13962 
because Congress feared that contractors were not bina 
may honest on propcsed prices during negotiations with the 
Government. Lawmakers were concerned that a firm would sign 
meenmctcact and then find ways #0 cut 12s Cccost*S aud pocKet 
she savings aq SW Mer cra OE OL1 ce Under =he Tae LT 
Negotiations Act, the Govetnmen= is allow 
Memmemecsacearng im Zhe Original contrac= and reccup o> retain 
eae difference 

fnesineent cf Ps. Le a oomee Sto §ouerente> = hat 
BewercnMment nego~laters come +0 the bargaining tabie wit! 
essentially the same information as “that possessed by tne 
ome CAC-CL. This places the government buyer in 
Mega sning position with che contractor (who, priorc to the 
1962 enactment, had superiozr knowledg2 of actual c 
Mation). The Truth in Négotiation A 


G d 
provide a contractual, as distinguished from legal, srtemedy 
nd 


against centractors who fail tc disclose accurate cost a 
feeeiNng LNLOLMaction on negotiated contracts. Peeer tO che 
passage cf this act, ~vche Government's only recourse was a 


legal remedy based on fraud. 
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2. Public Law Requirements 
The Act establishes the requirement thar, Soe 
Hoemeompstitive negotiated contracts or adméendmerts thereto 
which exceed $500,000, contractors must furnish government 
buyers complete, accurate, and current data cn appropriates 
fess. Magtet@nally, “che ACt LEequzres the cortractors ‘os 


Mereity that, =o the hest of their knowledge and belist, ail 
cost data furnished are current, accurate and complet?. For 
Memetec SS With a value between $100,000 and $499,999, ccsz 
data are required if requested fron fnew MCC oma C2cr. 


mime vert, they do not hav= to be certified. Finally, che Act 
a 


Beovides thet all applicable contracts must contain a claus: 
Peering céadjustment of the contract orice whenever it can 
be shewn that the Sethe ce Mepaewe=— 2O2Cu- =.=, 2Aacciu- 
Tate cr inccmplete. Thesé@ same séquirements avpiy <2 «n> 


n 

award of a subcontract at any tier, wheres the prime and 2ach 

higher tier subcentractor nave been required h 
Soo, ele ee he Dalce Of SUCH Su 

$100,000. 


d 
moe Only Conttaces exempted Eton this 4A 
h 


ct 
yp 
r4 
bh) 
cl 
wy 
i) 
i 
+> 


iD 
ro 
if 
~ 
O 
y2 


Ec 
1¢ 4 price negotiated is based on adequar 
ces 


memioe=—-i >= on, established catalog or mazke+ prices cf commer- 
Pee items sold in substantial al tO the g¢neéexal 
Baplac Or prices set by law or regulati mn KE= Pe Oa) 
cases, where tne head of the agency determines that czhe 


requirements may be waived and states in writing his reascns 
for such determinaticn. An example of a waiver is in the 
Mise CL sole source suppliers of critical items (1. ¢«. he 
Oil industry) where all suppliers have refused to sign the 


Mauch ii Negotiations forms (DD form 633). 


39 





3. Irplementaticn 


eee ay oe ep ams coe <nne cae 


ie achieve the Objectives of Bee lS Uh ac 
Negotiaticns Act the acquisition manager must 


a. Utilize the data submitted by the ccntractcr in 


arriving at a fair and reasonable price 


Di. Require the contractor to furnish the required 


GebetitcacizOn akter negotiation, 
oo Flace th2 appropriates clauses in <~he contract, and 


a Decument the file to assure that the records shew 
whether or net the daza submit-2d were actually 
relied on by the acquisition manager in 


Meqectanteons ("i tacx-abi lity"). 


Piem DUEGEN CE proving price inersases caused by 
defective cost or pricing data rests with the Go 
Mem=enc ccCntractor refus¢s to agrees =O an appropr 


reduction, the Government must establish: 
1) Mideecne data Sibmactsed by the contractcr wer? 


te 
Meveuin@erc,) 2Naccurate G2 2ncoOmpleze, 


2) That the data increased the contract orice, and 
3) The dollar amcunt of the increase. 
Contracting personnes] should k3¢ 2x*ensive logs cr diariss 


cf negotiation sessicns, in the event chat the negortiatisns 
are later questioned. 

Ber the purpose of evaluating the eceuce cy, 
completeness and currency of cost and pricing data submixced 


maeacccrdance with P. L. 87-653, any authorized repressnita- 


iD 


tive of the head of the agancy who is employed by th 


) 


Government has the right tc perform the review until ths 


expiraticn of three years after final payment. The rivicwer 
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Mes ch] right to examine all books, records, documents and 
Meer data cf the prime or subcontractor in relation +o che 
negotiation, BavecingqOr  PDesLOrMancS of =uhe contract or 
subcontract. 


fee Disogtaphy fcr Furcher Scudy 


Lee, Lamar, Jr. and Dobler, Donald W. Purchasirg and 
Matsrials Management: Text and Casebook. McGraw-Hill 
peck Cotlpany, 1977/7. 
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EF, CCNTRACTS ADJUSTMENT BOARD/P. L. 85-804 


Under Public Law 85-304, 50 JU. Semcode W437, 
ress has authorized extraordinary contractual adjust- 
S$ ~o be made by procuring activities those autherized 
he President to use the act) under limited circums- 

neces. The legislation was OfFiginally enacted Zc 
facilitate «he interests of national defense by providing 

Meet tC contractors from certain hardships enccuntered 
when contracting with th? Gcvernment under wartime smergancy 
Semaitzans (Ref. 1). Gem:e S2ctcrs May now seek relic 
the act kecause cf thelr essentiality to nationai defense or 
hecause cf the detrimental effact of a governmern* a 

Neewailvy, fOr AacCtiOns OF .9650,000 or more, ak 299 

Gontract. adjustment Ecard (chairman and two to six 
conside:s requests. POEweeect-crS amountang to less <=h 
Bo), 0CO, auchority may be delegated to the head 
MG@euring activities. DSeGz=innscoreleactng =O “questicns of 
law may be appealed. aor ¢ Crs of 
mect , hewever, the ob 


O 
meme luscive and «he ccntractc 


Ss £ 

daterminations are final and 
O We Goeeauueaqi [Ret. 
° 


1 
h 
a). Actions taken are zeporte Congqztress annualiy, are 
Meee cos fcr public record, and on facts éend sound 


Diese Ss 
judgement. These decisions are administ 


Fer relief to be granted under th 
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provisior, a contractor's cecntinued parformance on ns 
Bemelacc Cr continued operation as a source of suprly must 
b= found tc be essential tc the national defense. What ma 
c 


meom Ss z*+vaticn te situation and i 


(wD 


required for a deteéerminaticn of “essentialicty™ will vary 
Ss 
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if nem Guidance can be Sica Medweenasougy ar; 
analysis of what circumstances have been perceived as giving 
s@2 tc a determinaticn of essentiality by approving author- 

z 


Meeps. Or Stations. 


Where a ven source is tne only practical way to 
meet a defense requirement because orf time constrain*s or 
unavailarility of ar economical alternative, ea3ssentiazlity 
may be found, although other sources may otherwise be avai- 
lable (Envizcnnental Systems Development Corp., NCAB (Feb. 


14, 1974) 3 ECR #3). However, where "a period of inconveni- 
ence and ressible short-term slippag2...bux no long-term 
adverse effects were anticipated," no finding of 2ssen- 
tlality was found (Asxsronstics Research, Inc., NCAB (Dec. 
24, 1564) 1 ECR #497). Generally, if the consequences of 
Me. Granting reliefi are acceptable to ¢ 


a 
Meaeaty wii! not ke found (Commercisl Engineering and 


Memurcacturi:nag Co., AFCAB (Feb. 8, 1962) 1 ECR #101). The 
Bestrabilizcy of having the source available shouid:a futur: 
Mears did not give riss toa finding of e€ssentialicty 
(Montrose Chemical Divsion, ACAB (Dec. 10, 1971) Zeek 
#149). 


Ret saeeng Of e€ssentialicy may be limited to current 
Bemetac.S then being performei (Trad Electronics Cczrp., 
MeyNCAB (Fete. 6, 1959) is Geek ee) or may be based on =he 
Besource <=he ccmpany represents sO meet Euture needs 
Meeeeccc, Inc., AFCAB (Nov. 25, 1975) 3 ECR #66). Be goshy 
essSentiality would net be found whers the company does not, 
eeecne wearagality whieh is clain=sd tc be 


V e 
Riai (Charles Payne and Asscciates, AFCAB (March 1, 1963) 1 


The measure cfr relief due to 
meamated by the purpcse of the relief. 


9 
extent a company were found to be essential, relief could be 


Nn 


granted <t0 whatever extent was necessary to retain the 


He 
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essential scurce, so long as the funds were available. The 
cause or extant of a company's loss under a Government 


meme race would be irrslewant. 


The exact nature of “Government action" which may 


@2ye crise tc relief " granted will vary tfrcm Sizuation 


Memeesitvuaticn and is RK9 HOUNGd DY Prior determinations. 
Guidance can be crtained through an analysis of what 
circumstances have beén perceived as giving rise to rélief 


by approving authorities in prior situations. 

While an attempc may be made <0 characterize «he 
Meyer nm@=ent action as sither contractual or scvereign, this 
Semee datficuit and, then, the caaractsrization may no 
Byem be determinative (Casckis Maintenance Servic? Comrsay, 


Inc., ACAB (March 1S, 1962) 2 ECR #8 


recognized that the Government may take action in tne market 


>) 
— 
( 


However ey. 2 2s 


Meme, which accion has an effect on a parzicular ccnt*ractor 
mye. 2S no= the type of Governmenz action which will 


EMpDOLt 4 
71 Seen #97} Further, the Government action 


Wena tomes so —uive. (Cochran Western Ccrp., ACAB 
(fay <, 77) 
Mus= te the cause of 2 ioss by the contractor. 
Generally, the contractor must have been placed in 
Meemeocs2 tion Of suffering an unavoidable loss due tc action 
taken by the Government after contract award and in its role 
Memmeee OTher contracting party. Loss¢S which are “assen- 
Pmeally =he result of business risks voluntarilv undertaken" 
mmmeeno: SUbpDOrt Telief under this provision (Coastal States 
meeeecicum Cc., NCAB {Jan. 7, 4972) 2 ECR #153). 
Relicf granted becaus= of "Governmene action" is 
Med2tead to actual loss under the contracz and does nox 


eeeernd =c a loss of rfrofits. 
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IV. FPINANCE, ECONOMICS AND 


2 ae = Ss a ss aa 


A. FINANCTAL CAPABILITY OF POTENTIAL SOURCES 


7. Dascussicn 
GremeOn ens) GOsalS Gf ACTULSLTLOn “kanacdement is 
Meeetac, delivery in aczimely tanner. The fFirw's capability 
c£& being responsive 1S partiaily a function cf adequate 
Meermeing Cr the ability <0 acquires financing. A ore-award 
Suzvey cr indéependert financial analysis is necessary in 
Mmeder «OO e@Stimate the strength of “he fiztm ~hrotghout «he 


Memes ace ESri0d, <0 verify with creditors their willingness 
Mempoccvide additional funding if necessary and/or the néecées- 


meee fOL the government to provide working capital. 


Ze, Evaluation 


AE a a ee a a ae 


A review of a company's financial position may show 


Bemema CCNttector has ample financial strenath or show such 


@mn 2xktreme weakness that the company should no*+ be consid- 
ered for an éward. Mecemla= = 25s  f2%4pcial capability of 
Mecl rm, procurement fersonnel can mak= use of past telatior- 


S 
Ships and selacted ratios, <*empared oy their best judgement 
Pepe ganges in future conditions. Some quantitative figures 
thaz should be considered for review are: 

Trends in 


Gross margin ratio 


Debt/equity ratio 
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Return on investment 


Cash fiow/debt 


Werking capital needs 
Cicer ent ratio 
Quick cr acid-test ratio 


Accounts reéecéivable/oayabl¢e zurnover 


Invenrtcry turnover 
Som? qualitative items shat should b2 considered for review 
ares: 
aaa. t Latings 
Neoz¢s tc financial statemencs 
‘Marke shares 
Meeeal asst Stability (lease ¢xpirations, 3¢g2, 2*c.) 
3. FErerAward Surveys 
Mest of the information above can be gazhere2d during 
Meee caward SUTYSy (DD Fotm 1o24-3.0°5 che survey package 
memmepe re 2nen: ~O financlai capability). Die faceOas Ye b= 
Bems2de~e¢2 in ascertaining whether a firm is responsie/ 
resocnsible are: 
ee adequate financing, 
a aneeey pee meet delivery end speciticatiors, 
o. satisfactory record of performance, 
ale Sa-eomae=Cny SeCOrG OL i 2esgGrity, 
€. necessary crganization, and 
fs necessary facilities and squipmenc. 
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The typs¢ cf evaluation required =O derectmine 


‘ supplier capability varies with the nature, complexity, 4na 


dollar value of the purchase to be made. Po= Mere cen 2l=X, 


hagh-dcllar-valus purchases the factors to be appraised ars 


Bie adequacy of equipment, production con<=rol, Guiana i ¥ 
Memero!l end cost control; «he competence of echnical and 
Managerial staffs the morals of personnel in general; the 
guantity of pee fiw een giess Clk «he paen= =o 
Mendie ~h= buyer's crders and work cooperatively with his 
MemiemaezaeiOn; and the quality of ths kéy materials nanage- 
meat activiczies. Pives<idea..0on Of financial stetenents and 
Seeaqd2it Ta tings can reveal wheth2r a vendor is cleatily inca- 
Boe Cf performing satisfactorily. Pee eo oe 4 ol aS 
Megeeeectai £oCr Subpli<cms <9 assure continuity of surply azn? 
reliak 3 


Wey Cr ErFodtet gua lity. Rela Czvenmiy (Ss 2ee-. 7 Lem: 
Y 


a 
az2 usually, although not always, manageriall 


momemne TOES are responsible for financing their 
Meng Capital needs during performance of the con=racz Eux 
Meco Cecics capizal needs througn paymencs. Segoe sac 
Memes ecre =O 2NCOUITags competition and to provide “he 
Meeades-= possible competitive basis for its procurement, =he 
government has adopte SEPCLZey = Ot “Drove G: ng financial 
Mesestance in ccnnection with its contracts. The tkasic 
Bemective =S +0 Support orecurement and production and tr 
foster small business by providing necessary funds =o enable 
Memerac-crs to pferfctn. Government financing should be 
Meevicea cnly tc the extent that it is reasonably required 
mee prompt and efficient performance. FueeteuMere, it) ss 
Mee Crdtnarily authorized for purooses other «han che 
Beer ing Capital neeacs of she contractor. faeenormMaily as 


precluded where the purpose is to allow facilities exrarsion 


mea CcCntractor. 
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AmrCchweeaecor’S abi lit to secure working capical 
meem financial institutions without government aid 

enhanced by the Assignment of Claims Act of 1940. ads 
statute enables government contractors to assign their 
Claims fer payment under federal contracts to banks, trust 
Sempanics cr other financial institutions. Government 
payments are mad2 directly to the lendsr, thereby increasing 


assurance cf loan refayment. 


5. Gevernment Financing 





There arte fcur methods by whicn *+he gqovernmen- 


Beovides ccnzractors with working capital. Pes eeagmim con =1r 
ord¢r cf preference ry the government, they are: custcmary 


progress payments, quaranteed loans when authorized, unusual 
Frogress payments, and advance payments. 

The preferred method, customary progress payments, 
is normally authorized when lead time from contract award to 
Meret delivery iS six monvhs or more (fcur months for emall 
Business). For large commercial fir 


MS the paymen= may equal 
Memeor =~hns total costs incurred or 90% 


A 

Op Ttaoe cOStVC: las5or 
and materials (90% ard 95%, be speceuwely,  -£0> Smali busi- 
nesses) but may be a smaller percentage at the discreticn of 
the aaéency. 

Although not used axtensively ia Cc 
tors invcived in the national defense may be 
us€ a guaranteed loan. Under the guaran d 
a financing institution lends =ne neaded fu C 
fe centraector cnly after the loaa is guaranteed by zhea 
government. The lean is quazanzeed thro 
Reserve Beard on the authorization of =he pr 
and a fee is charged for «his sarvice. 

Nexen Orde: Of preference, arcOnm-eraccso> Ray be 
autherized *o us? unusual (or flexibl2) progress payments. 


When this is dons, the governmen= allows sither a payment in 


U9 





excess of the percentage limitations Stated abovs) ror 


( 
custcmazy progress payments ora shorter lead time «han 
cequired for customary progress payments or both. 

The least preferred method of government financing 
is the advance paymen- plan. MeseMechod Of financing 
Menrecs from the other technigues in that funds are paid 
into a special bank account in advance of performancs. The 
GONtractor pays contract acccunts by drawing checks on the 
epecial bank acccunt. The primary uses of advance pavments 
are for financing research or research and develormen 
Memecacts With nonprofit educational institutiors and for 


the management and oferation of government-owned plan«s. 


oS a as Se ae 6 aw 


el 
Pecan Vole i, schapres) 9, 19980, pp. 115-126. 


Vaan alone ed 5COuCTL, David -F. 


a 
meee 20 Financial Analysis. McGraw-Hill 8cok Ccmrany, 


Eeeo=en, Chatles §. “How Industry Percéeives Financial 
Rae oc. es Managemen= Accounting, Vol. LXIII, No. 10, 
mpi 1962, p. 13. 


Helfert, Erich A. Technigues of Financial Analysis. 
Meernous:  Rachard Ds. [rwan, Inc., 1982. 


Pememip=On, Ae J. end Strickland, A. A. S*tateqy and 
MEORPUGV oe Bel Pe Ls7 1987, pp. 8-19. 





Bo WEIGHTED GUIDELINES FOR PROFIT 


iis Discussicn 


LemaclLeve scGia1 ste rey iN zewarding contractcrs, via 


BEOrit, MeEetnet~ effort, risks, investment and cther 
special factors in performing government contracts, a se- of 
Standards was necessary. Tiecminr roa i, SVSe2metic approcech 
entitled "weighted guidelines" is generally required for DOD 
megociatcrs when cost analysis is used in arriving ax a 
ca agreement on conttact price. Weighted guidelines 


Meera @ethod of estaklishing profit objectives which premises 


+ 


iD 


Meee. Cl lciwer rewards, depending cn the ditficul«y ctf +! 


@emonac. task, the skills assigned to perform the *ask, ch 


mM 


CcOSz Iriske assumed, facilities used and other factors in «he 


absence of adequate competition. biwaddie2en. 20 being used 
Ben New ccn*:ractual agreements, weighted guidelines can be 


t 


Meed 4n Situaticns where the establishment of the erofit 


chjective has a retroactive effect, Such aS in the conver- 
Si07 Opec Lene 2h COMN= sae | ie -EeCcecaecivs trice 
Meee teTlination and in the negotiation cf some hAang¢ 
eed2rs., 

When using the weighted guidelines method, it must 
be remembered that it is a technique for analysis, é¢valua- 


meen end establishment of a profit objective. Therefore, it 
Meeused aS atool for negotiation but is not an object of 
Megocia+icn itself. The Coueerterou Ss DWeopesal “should 


Meetude ccSt information for evaluation and a total profit 


Begs ¢. Smeaaeeoss Should noe be reguzced =c submit the 
Meets cf their profit objectives, but they should noz bs 
B=ohitited from doing so if they desirs. Peele «dir SerSnce 
between <he COn = GaG- Of Ss) DrOrs = Pogce.lv= and the 
mem-=bac-ing Officer's profit objective is relatively small, 
Mema2Scussicn of individual factors may be necessary. Ee 
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the negetiating parties' objectives are tel 


a 
isclosure of weightings and rationa 


weet, 42 iG iene bot 
parties may be madé concerning ths wota assigned to 
Memeractor effort, icoantractcr risk, facilities invésetnent, 
and srécial factcrs. By a mutual understanding of the logic 
of she respective positions, an orderly progression to final 
agreement sheculd result 


2. Furpos: 


Tc maintain a strong defense ert 


Seas eccncny, the best business ca be 
attracted to dafense work. S2hieceo Preece 15 “ogensreliy =he 
Mematy motivating ferce of business firms, +he challenge 
Seearg =he YPepaztment of Defense is to utilize the profit 
Maeve =C Scelimtiate efficisnt and etconemical ccntractor 
performance. Poemoeen con esace In p Which profit is negocti- 


ated aS a senarate eiement of price, =he goal shculd be a 
Memetactual arr Ment that provides high trew 
excepticnal vrarformance. Pretteepelicy iS an tntegqr 
Mec ac ng pelicy, and the profit policy is implemented by 
she use cf weighted auidelines. 


PneiecOmmmandlysis 15 pemitozmed, profi:= ccnsidera- 


More =hcuid be in accordance with zhe objectives sez forth 
below (Ref. 1}. The Government should establish a crofit 
meme cti.ve £cr contract negotiations, which wiil 

BA. Wemtvades CCNeract Ors tO Uunderztake more ditficul< 


work requiring higher skills and reward those who 


Gens o > 


D eUele Westie CONumac cOlS an Opportunity te earn 
profits commensurate with the extent of the cecst 


risk they are willing <o assume; 


Ee. Mecca mCGNiodecechs ©O DLOViIde their cwn 


peaCwileesS and ftimanczng and =o establish their 


av 





Eeotit o 
guidancs 
metnod, 


eee c US 


S@ee-leducticn cbjectives 


Begii<s 


achieved 


sa 


competence through davelooment work undertaken at 


cheir cwn risk and reward those who do so; and 
Bowaed cOMcbeac-ors fOr productivity increases. 


The a guidelines méthod for establishing 
s 


btectives is désigned to provide reasonably precise 
in accomplishing the above principles. This 
ee applisd, ea cimeore DrOotats ~tTO tne 
ances of each co 


Gemeac.: Li such a way that long-range 
WwW 


Mime tOsesced end @ range of 


ct 


Sctmemioieats wWeeh Varyinc Ciicumszances wili b=: 


hobea ll COntzaec OL Ss 


Memagemenc Ger=racts for operation and/or 


Mainztenance of Government facilities; 
Perse sGe se) Contracts: 


Cemenace se trurer: ly requiri Pngmacilivercy cf mazer ial 


é 


Supplied by subeon+ctac iors; 


Seoul us —avasd— & 


iD 


ST COntraces ; 


QO 


xpected to exceed $500,000; and 


(wp 


Eaces _ noe 


a | 
ct 


C 


4 


Unusual pricing situations where the weightea 
guidelines method has been determined to be 

Uistiece venue SUCK exceptions shall be justizied in 
Writing and shall be authorized by the head cf =he 


GOuemaGctulAg aCclViry. 
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Reeene CONntc acer =q off: 


1cee2r makes a written determi- 
Meat2zon ttat the Erelec2=ng  Sltuationee meets any of the 
circumstances set forth above and that application of the 


weighted guidelines will result in an inequitable profit 
objective, other methods for establishing the profit objec- 
tive may be used. These methods shall be supported ina 
Manner similar to that used in the weighted guidelines (i. 
Saeeoy a profit factcr breakdcwn and documentation of profit 
objectives). However, investment or other factcrs «hat 


would not be applicable *o the contract shall be excluded 


meom the profit objective determination. Tf is intended 
erate une methods will result in prozit objectives fer nenca- 
Petal antensive contracts that are be2low those génerally 


@evelcred fer capital inzensive contrac:s [R2f. 1]. 


b- Weight Range 


ia 


Tee weCuccent Welght canges (o%#&centages) for the 


Meeeort= tO be considered in cas#s for which profit is +o be 
specifically negotiated are includsd 123 the Defense 
Megutsition Circular #76-23 of 26 February 1980 and listed 


mache fcllcwing table [Ref. 1}. 
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~ 
a a ee eae -_ — 


CONTRACTCR EFFORT 
Material Acquisition 


Subcontract items 1 =n aes laa 
Purchased parts 1-4 1-4 1-4 
Cther material 1-4 1= 1 1-4 
Engineering 
fesect labor 9-15 Ss N/A 
Manufacturing 
Cirect labor 58 i N/A 
Services 
ieee. labor N/A N/A Spi S 
Cverhead N/A N/a 4-8 
Other 
General Management 6-8 ae 6-8 
SOHC RACTCR RISK Js er) 0-4 
meek ELIViIeES INVESTMENT rO= 7 0 N/A NvA 
SemcrLAL FACTORS 
Independent development 1-4 1-4 M/A 
Sener = * - 
Begduccivity ~ oh N/A NUfA 


mmardge cf -5 =o +5% 


*k¥SOme percentage of cos = reduction 


Bo REPOLTLINg 


Me tcDOGR.ssOn Imagtvadual Contract Profit Plan" (DD 

perm 495) must be prepared Dy the contracting c 

éach negctiation of a contractual agreement inv 

Sepaltacs cost and profit that <zcgether total $50 

more2. The form and associated contract files are *o be 
O 


Submitted within 10 days of the end of the ao 


2 





meomeancividual service activities in accordance with the 
ememss ACquisitzon Circular #76-23 (Ref. 1}- 
6. keferences 
1. Defense Acquisition Circular. Number 76-23, 26 February 
1980. 
7. Bibliography for Further Study 


Peet Fcrce [nscitute of Technology. 


Magenidcstratton. Vol. 1, Chapter 4, 


NudMben /6>25, 


CONSE acz 


I30% 


26 February 


sO). 

Defense Acguisiticn Regulations. 1 July 1976, paragraph 
peo. 2-6 « 

SeVSENMEent Contracts Reporter. Armed Sexrvices 
Peecueemen =e Requiatzon  Eanuel for Contezc. Priczng. 
fines: Cemmerce Clearing Houss, Inc., 1975. 
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C. CAS 4O03/ALLOCATION OF HOME OFFICE SXPENSES TO SsGHENTS 


MicmpiepOSscmen ens Gost Ace@ouncinge Standard is tc 
Meeaolish criteria fcr the ailocation of the expenses of a 


home office to the segments (business units) und¢r its 


fu 


montrol. Dolocag= One tsOM scadMencs and reallocaticn of 3 
segment*s shara@ of heme offices expenses tO contracts and 


Ovcher final cost objectives is covered GAS “410/74 Lioce zion 


oe 
mn 


Seouciness Unitz General and Administrative Expenses to Final 


Cos=z Cbhjectives. 


Pye a. 22 


Cost Accounting Standard 403 establishes a hierarchy 

Smeal iccation echnigues based on the beneficial or c#icel 

relationshiv between hom? offics expenses ané ~he rsceiviag 
d 


segments. These relaticnships ar: 


gories as presented in the following th 


Wie 
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u 
allocated directly to those segmen 


meactical. 
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Object iv 


Se ind=rect Expenses wit 


Dp 
| 
| 
oO 
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Expenses incurred for various sécmenrs and 
relaticnship tothose segments can be measured oO 
objective basis should be grouped in logical and homo 
expense pocis and allocated on the most objective krasis 
available. Four identified categcries ci these expenses are 
centralized service functions, staff management o 

Specific activities of Ssaqments, line managemen* of parti- 
cular s2qments or grecups of segments and central payments or 


a 


Beemicdlis.,) Lhe Standard secs fozth 2 hierarchy of aliccation 
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techniques and suggests several types of allocaticn bases 
for this second category of home office expenses. Tha 


methods or techniques suggested support the thrust of the 


Standard, which requires that home office exvenses shall bes 
allocated on the basis of the beneficial or causal relation- 
Ship between supporting and reéceiving activities. The 


hierarchy cf allocation techniques can be summarized as 


follows: 

ae A measure cf the activity cf «he organizaticn 
VeLeOrMe mage thee LUnectLon. SUppOtTting {unc <ions 
are usually labor-criéented, machine-criented, 
cr space-oriented. 

oes A measure cf the output ef the suppcerting 
MmmMewLOn, ateserM= Of the URits Of end product 
Baoduc=d. 

Ce A méasure cf the activizty of the seqments 


receiving the services. 


WU. Residual Expenses 


Residual €¢xpenses az¢e these which are incurred to 
Manage thé organization as a whole and have no 
Meme -20nshipt to any specific segment or s¢gments. The 
aggregate of such @xpens2s must be alliccated to Segments 
Seeener (1) cn the basis of a three 
any basis representative of the +t 
segments. Tiemeentec=raccor SOrMUla 2S required when tozal 
residual expenses exceed stated proporticns of ~he aggregate 
operating revenues of all segments for the previous fiscal 


year, as follows: 


BeoeeOr ehe first $100 miilion 
(eect the nex= $200 million 
CeeizwOr the next $2.7 billior 


Cao coreall amecunts over 33 billion 
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The three factor formule is considerzd «coc result in 
appropriate allocations of th? residual expenses cf heme 
cftfices (Ref. 2). i 


of management cencern: the employzes of the organizaticn, 


cr 


eaIecsc UMcomaccoune three broad areas 


*he business volume, and the capital invested in +he organi- 
mee loOn. The percentage cf the residual expenses to be 
Mepocat=d tO any segment pursuant 29 the t ° 

Tormula is the arithmetical averag2 of the following thres 


percentages for *h2 same period: 


ra 
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ee. The percentage of the seqment's operating revenue 
Ome Ot a 1 ope Pacing tevenue Of all segqnen=s. 
Bee ens purpese, the operating revenue of any 
segment shall includ] amounts charged tc corher 
seqnents ard shall be reduced by &@mounts charged 


by other segments for purchases. 


2 The percentage of the average n+ dook value c 
Ehecesun One tne Seqmen='s tangible capital 
DLUSmeenVeRtCrl eS ~tomeh=e total average net 
value of such assets of all siqments. 16 
held primarily for leasing to others shall bs 
excluded from the computation. The average ret 
beok value shall be the average of “he 
VA ne Oo eG aim ng. O2 the Organizacicn's 
fiscal year and the net book value at the end of 


the year 


SI) 





Mmreomoei Mia yy  contlLa Ctct complaint about CAS 493 <s 
that it is overly rigid with respect +0 residual expenses. 


The Bcéing Ccmpany appealed to thea Armed Services Board of 
a 


Bemerceac: fBppeals (ASECA) a contracting officer's decisicn on 
their *head count allocation methed" for state and Ilecal 
taxes (1977}. The appeal was denied on the basis cf a lack 


M@emcdausa’ cxc beneficial effect for the allocation, 45 was a 
feo =<Cr Ceconsideration by Boeing. Interpretation No. 1 
fre Fedszal Register 123721, 3/3/80) clarifies CAS 403 in 
Mega:d ~c State and iccal income taxes by directing that the 


fraction sailocat2d <c seqments must bea calculated pursuant 


moma £C=mnie prescrited by the state statute on the fraction 
Memeectotcal corpolate income subject to tax. Many cther 
Meemuce> are ili process cencerning the inapplicabiiity of 


mmercnrece factor forgula in all circumstances. 


Meum Gr Ccst Accounting pomecsas'srmuac. por 


mmemoeccuUmgaM@en: Erocess. Washington, D. C., 1979. 


leSeNs SOG e2Onece AMSr= cay Inc. 
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Nee CAS 409 /DEPRECIATION OF TANGIBLE CAPITAL ASSETS 


1. Dsescussicn 


The purpese cf Cost Accounting Standard 409 is to 


MeeveCcs Criteria 5cr assigning costs of tangible carital 
asSete +0 cost accourting periods and for consistent alloca- 
Bom of these cest= to cost objectives. Moicweeseaeaa (4d 1S 


eee a Of the ccncept that depreciation snould be @ reascn- 
able measure of «he «xpireticn of service poten*iali cf 

mamgebkle assets subtsck to depreciation. Standazd 4 
not require thea use cf any specific nathod of depreci 


Bewever, CAS 409 does <¢4rc. to CTavor activity and s*traight- 


jin meétneds. iveommesweod @mployed £St ElLnrakcisl accounting 
Mes O= USEG YRLESS thar rethod does 259% réeasonably refisct 


S S 
Bec ed COnSUMpTLOA CE SE KvVices Or tne metnod is unaccsp- 
X ae 


eee oe enor en Deana sO introduce uncer- 
Mememcy incvO cOnNTYace Dee ace aed= Sezzeeeomen= — by 
paeeou- agin cnaliende Cc eee Greco ee = cloak On 
meczho¢s pel ee Mewne dG. Selec. 2 Sree used for 
po fernal me Damen a 1 Se egae sad and iS accaptable “for 
Mmtetemeeck OlLCosec; the Board's expectaticn is that it 
Meili ce accepted. 
em ExCtulgetion History 
ite Co Ue NeCGINr Nd. Stand ods BOA eG t~ .*.0 
Meereve 2 practical degree of uniformi-v and.consiszency in 


fixed asset depreciation accounting techniques with this 
ccst acccunting standard. However, CAS 409 was the firs 
Seardard not approved unanimously by the Board. Mr. Chezles 
A. Dana, the Board's one industry representative, dissente 


and his subsequent resignation from the Board has frequenc 
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been attributed to his fundamental disagreemen= with this 

promuigation. Additionally, the proposed standard was 

revised and reoublished in the Federal Register after 
Ss 5 


initial adverse respcens 


(0 


Bes PUbLZCatTLOn we 


OQ 
EVeRhewacimetne peemuulgGee2on Of CAS 409, the contro- 
new 


versv was nc*+ ended. Anew Cost Accounting Standard dces 
not become effective as soon as it is promulgated. T= pay 
Memeregecced by 3 jcint resciuticn of both houses cf the 
Memgress Within sixty days sf continuous session after the 
@ee= cf pronulgation Momdarzte, “© SUCh JOIN: Tesoiu icon has 
ever keen passed. Hewever, comnmmitzsees of both the Senate 
era the House of Representatives did hold hearings cn CAS 
moo, Wath a view toward detarmining whether it might ispese 
Seeuereascnable burden on tn= derens2 industry. Me. Bez los 


was taken by either house, howsver; and che dae d aid 


n S d 
Mecone =ffective as _law---but only after a long and contr- 
Mee etal process. ‘ And the contrs Ge de su. 


iget. 2). 


TRE SeEvVice lives of assets (their expected periods 
of usefulness PieoeEonesiaGrs—by ==Scords of pass fet: re- 
Mea= Of withdrawal from acziyvs US ceeeOa ake “aScsts. 
How2ver, vast 2xperience may be noedified. HacecOLS@. ta. Can 


ke used fer modification include both changes in expected 
physical usage, such as chang2s in the quantity and quality 
Mm—emcouc, and changes in expected economic conditions, such 


scencs. ies 


t' 
iD 


Mmmeeeechn cal or eccnomic obso 


le 
ty) 
iD 
ee} 
ce 
j ae 
i | 
WD 
ju 


records are not availabl2= when =he requirements of zhe stan- 
dard mus* first be followed, the information must be 
developed from current and histerical fixed asset records 
and be available folicwing the second fiscal year after thar 
date. If special circumstances warrant, a shcrter estimated 


service life of an asset may be ee 


co 
< 
+ 
ty 
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Meer aCting Partles 1 a Shcrter lite can be rsascrécly 


Meeaicted. Assets ter which ths contract has no availacle 


ORS 
data cr pricr experienc? must be assigne 


ou 
re) 
O 
< 
b 
Q) 
a 
oe 
rw 


+9 
based on a frojection of expected usefulnes 


u) 
es 
= 


service life cannot Fé less than the a 
(mid-range) published by the Internal Revenue § 
cf any suck alternative lives nust c#as? a 
Memeractcr can* Gevelop service lives supported by its cwn 
experience. 

miewmrOamen recognized that £c¢r SOm> comoanies addi- 
meonal costs would be incurred to inclement the stand 
the cne-time analytical affort. HOw2ve2r, was 
Memoention that thes administrative costs, when reascnably 
Managed in light of the purpose tc D2 served, ware wa 
Peetne Jtikelihood of kettsar measurement of depreciati 


than was previously available. 


4. Sscurces ch Cenrroversy 
Moaicte ry es initial Ccmplatnats abcut CAS 409 certered 


h 


Mpc CNGsr Wrlts-Ccret pericds fO5 43s3t3 and the addi- 


@eeial record Keaping veguired. Le Ms atgued by industry 
thazt suck requirements would result in orsoienged cost recocg- 
Mmmeren, ignore the scenomic realities 9© inflation, eprevids 
lst+le aincertive ion COMME es tO Cot rac= With ch: 


Government tecause of thea Standard's impact on garnings and 


Memeetlow, and erode the prcductivicy of Government contrac- 


SOCS. 

Studies to cate have shewn tnat there has btz2en no 
major financial impact associated wita che 1mplementaticn of 
emerge ket. 2 and 2). However, thers is no clear indica- 
tlon of how much overhead rates hay? increased because of 
possitle adciticral administrative costs and what the atten- 
dant increase in the costs of Governumert contracts have 


keen. 
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Peteemet ee = eS 6a g]h Of LAS  Wolst-cft wit: 


-—_——_— = 


iL) 
ais 
Ui) 


Meed fOr «ax and ccntract costing plurposeés were 


if 


SE2N Ly 
increased with passage of the Economic Recovery Tax &et of 
mn 


1981. The accelerated cost recovery system (ACKS) defines 
four catégorles of capital assets, With cost recovery 
allowed cver periods of 3, 5, 10, and 15 yeéans---much 
shorter times than rfreviously allowed. iiGits ery te. 25 Ves 
that disputes in negctiations have increased in numher, and 
Beeemets to alter <he Ses nGcOUIeweg  Se2ndazaqs wiki 


continue tc be made [Ref. 3}. 


Mumecs= Acccunting Standards Guide. Commerce Clearing 
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See_ Accounting Standard 409 on che Detens= Industry". 
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Pee CAS 410/7ALLOCATION OF G & A TO COST OBJECTIV®2S 
1. Discussion 


Tni~ General and Admi 


Objectives) provid eEnz2tacation and 
allocaticn cf costs fertinent to the overall management and 
Memienictcratz:cn of a business Umit on @ baneficital or causal 
eslationship. PmeCOse shGesunet 3G Scancdards Board's cbhjec- 
Meves 10 promulyating this Standard were to limit general 
Mmmmeamln2S<rative expenses to these realated tc the general 
Management and administration of the businé#ss unit as 4 
Meoee anc tO require theizt allocation by a bass that 
Semen] s =he total activity of the business unit during 3 
@ee- acccunting period (Ref. 1j. howe tee] Cancel coOs> 
MeeouneanG standards, <he Board alse sought =o increase the 


MumeeeGcslVi-zy and comparability of cost Gata (Ref. 2]. 


Criginally proposed in Septrembe> 1974, a ravised 
rropesal was issued in September 1975. Peoooeeniasd:. =WC 
Meer parti vye methods for transition from a cos: cf sales 
mmeeca.i0rn base <c a coSt input base. A variation cf ons of 
the alternatives was ultimately seélsczsd for he final 
Memosch Of CAS 410 in April 1976 and included a methed for 


meeord transition. 


Scme of the gajor aspects of CAS 410 are: 


ae The generai and administrative expense fool must 


Desa oca sed <O Einal cost objecz=i 


wD 
" 
O Ey 
ba 
= 
nr 
fy 
3 
in 
O 
rt, 


Vv 
a cost input base, either cn a tota 
eericmu=—added cost inypuwe, Cr @ singl 
inpu= basis (in descending order of 


Holos ea Presemaid=< in) £Re CL=Ccuns-ances. 


ies The praccice of maintaining separat]?= pools for 


selling and marketing expense, independent research 
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and development expense (IR&D), bid and prepcesai 
expense (B&P) and general and administrative 
expense may continue or the contractor may combine 
them, if they are all properly allocated over the 
Same base. IR&D and B&P costs are the subject cf 


Sect AceOuntang Standard 420. 


o, Izems produced for inventory must be included only 
once in the computation of the generai and 
administrative allocation base for the period ina 
which they are produczd. G6 A expenses may be 

llocated to¢ Nate hn vie Tor y he period 


imeewocca seis DEOdUcCed or in t 


C 
1% is used in final cost objectives. This aspect 
c& 


of the Standard is covered in detail in rzference 
Bie 

Gh: General and administrative exovenses are narrowly 
defined tc include cnty SucCna 2xpenses for general 


management and adminis+zration which have ne 
fee ee teasitanle sala ci Onship to particular 


ecst MOEJSCtIVEs. 


Pee Gelera: and Adn 
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—_——— -ee Pe eee ee ee: coe 


General and administrative expense is defined as any 
fanagement, financial, and other expens2 incurred by or 
allocated tc a business unit and which is for the general 
Management and administration of th2 business unit as a 
whole [{kef. By G & A expens2? does not include those 
Management expenses that can b2 more directly allocazsd bya 


base cther than a ccst input base represen-in hers eica L 


a 


Memeo vaicy Ct qa business during a cost accounting veriod. 


= 
Ai SG 


business unit's general and administrative expens¢ 


in 


include the follcwing home office expenses allocated to it 
mieaccordance with CAS 403: 
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Za epewemeeeOoca-eod Gaeece ly Lor the manageren= of the 
Slace=2 nt G@ Segment. 
i. Line management costs allocable to more *han one 
segment, ard 
Cc. Residual expenses. 
Home cftice centralized service functions, staff manaqemeant 
Memopecitic activities of segments, and central accruals, 
however, must be allocazted to *h2 appropriate cost okjic- 
Peeves Of the segment cn the basis of a beneficial cr causal 
Meta cicnshic. Cyleye 2 gOmes@en =elatzonship 2s iden-ifiable 
can these =xpenses be included in =he Segnen-! GS A 
expense tcecl. 
3. Cos Input Alloca*ion Basés 
gas 410 peohibies the use of asalss or cos= of 
Sales allccation base for G& A expenses. Pier Seanda>d 
authorizes =he use cf three cost input bases and the one 
Selected should best represent the total accivity ci a 
fecal ccs: acccunting pericd. 
Be PetOta COce  NpUc« base 25 generelly acceptable as 
fn apmtopriats measure of the total activity cz a 
bisiness unit. Cost input includes all expenses 
wnich are not in the G & A expense pool and are no 
part of a ccmbined pool of G & A éxpenses and othe 
expenses alilocated using ~=ha same allccazion base. 
bs Value-added cost inout is preper when itnelusicn of 


Ca aeoeonGgsibecon=peac: COSes WOuld significantly 


distort the relationship of expenses =o benefits 
received. A value-added base is total cest input 
less materiai and subcontract costs. 
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ei Peeeeome Sliemen= COSt input bass, such as direct 
Maco mammocue Sterstloczs tccal activity 
MN either of the two previous meéethcds. 
4. Transiticn tc the Gost Input Base 


nit uSiag a cost of sal2s or salés base 


to 
og 
oe 
- 
© 
mM 
i 
3 


Memon tc the erfective date of the Standard or pricr to 


contract may choose to use the tran- 
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Demieimeupe pated §OF the Standard. The 


ero cr methcd set 
transiticn me 


fhod if cptional, however; a businass unit may 
By@ece tC proceed with an immediate changeover to the use of 
MeeOet-intur base fcr allocating G &© Ato ali ccst cbjec~- 
*ives and se2k equitaple adjustments unad=r pre-existing 


Sencrcacts. 


meausesy COmMpELlazt nts; about CXS 410 center azcund che 


Samet that the Standard im cverly rigid in its quidzlines, 
@ees nor ccnSider gqétneraliy accepted acccunting principles 
ree) if itS requirement for use of a ccst input LKese and 


Bempeicates negetiaticns. The Defense Contract Audit Agency 
(DCAA) ViimeatammeciIciT i Cr Derernse and Spec= Industry 
Memeeiaclens (COCSIA}) save petitioned che CASB for interpzre- 
Pel cnS in the areas ci gowernhent Curnished naterial (GFM), 
inter-segment transfers, nad the us2 of the value-added and 
Single-element ccest Boar. Bas= opin Obl == to avoid 1itiga- 


P2On. Pe SpeM@se Te DOL Organizations, =he CASB replied 
Meee che Standard ard further infcormaticn provided kEty the 
mee CAS Working Group paper 78-213 (DOD dG 78-21) were suifi- 


Cient and a formal interpretation was not reyguired. 
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Memwecrpace [paus<r:es Assoclaticn of America, Inc. A 
Compendium cf Cost Accounting Standerds' Impact JUron 
Miemrbocusenen-. Process. Washington, D. C., 1979. 


Andersor, Lane K. and Snith, Howacd G. "Understanding 
esc Accounting Standard 410", Neassonal Centracs 


Pamadem@en. JOUTHal. Vol. t3, Issue 2, Winter 1982. 
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Pee CAS GTS /INTEREST COST OW FACZLITI“ES CAPITAL 


i Discussion 


Cost Accounting Standard 474% {Cest of Mcney as an 


Meoment of the Cost of Facilities Capital establishes 


age 


Setoeria for the measurement and alloc2ticn cf the cost of 


Capital committed to facilities (1. ¢., ltputed interest on 


the investment in those facilicriss) as an element of 
Benttact cost. jet loo ,eeene Departmen. Of Defense did 
Mee, feccqnize interest as an allcowabl= centract cost. CAS 


A 
Memmeocovides for the explicit recognition cf «he cost of 
money for facilities capital. The Devartmen+ of Defens 
Seed inated changes in prefit pelicy and cos* prin 

Been eLOMUlcgation of the Standard and prov S 
mem cet facilities irvestment in reaching & pre-negoetiati 
profit objective under the weighted guideline metho 
Meise nac-S negotiated with the use of cost analysis inclu 
Memstderation in both cost and profit of interest on facili- 
ties and mawicr ?quipment investment. Poem ouE hose, “Cf [his 


memos detaticn is to: 


Qe ReWemmGMGGQeLaccOrs £O® fLactiitcy lavesiments. 
ce Motivate ircreased oroductivicy and reduced costs 


EHuougdh he USe Ofwmodern nanuftecturing 


oC UMOLOG Ves 


Ge: Reecoqgmazc tne 2mnpacero: fluctuating iaterest 
rates. 

ds PRevid=esbOr GOESIStEeNnCY Gid facilitate compartiscns 
between firms as regards the amount of invescimrent 


required tc adequately perform Governnent 


contracts 
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2. Requirements 


a = eee 


DPrematoune nN OteGOleractor Inves=cment 22 facili-cies to 
Syieeort CCntract performance and the actual cost c 
finance that investment mus<t be detern 
facilities capital (both tangible a 
assets) asscciated with each indirect c 
maeniified, and then an imputed in 
emount i= allocated tc contracts on the s 
mae cect costs. | 

Miomectien seCSt Of MOnaSy £Or a CORtractor is heed «9 


Semermine. A firm's capital structure usually includes bank 


JoanS, ccrpcrate stocks, and corporate bonds. Tee Gost Of 
Meeey £Or tre firm for cach of these is probably dirtéeren: 
Meom <he c«hers, and different bond issues or loans will 
l:kaly have different interest rates. Peer. ens Cesk Or 


stcckhclders' equity 1S an impu 
adopted the rate determined by the S¢cretary of Treasury 
m 


Bursuent to Public Law 92-41 as the cos* of 
S n 


Men -tac-crs. Th2 rate is established semi-annualiy (June 30 
and December 31) and published in the Federal Regis*2c. ite 
approximates +he interest rats on nsw commercial Ilcans 


Meeu-ing in five years. 


3. Frocséures 


MiemGORc uae ics ui Cesporsibls cor developing, a6 a 
Gea. CL the cost prcegosal, an #Stimate of tne Facilities 
mmeeeeal Ccest of Meney for each propos2d contrac«. Tor do 
mms, ~he cOntractcr develops Facilities Capital Cest o£ 
Menmey Factors through the usa of the Cost Accounting 
Beamaards Board-Cost of Money Factors (CASB-CMF) form and 
sn2n us¢s these factcrs to determine the Facilities Capital 
Cost of Money for an individual proposal. 
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ifemdcciscmeearetn= a2arClIacation Of objective ccst of 
Money Factors to the contracts, the Government has céevelcrped 
ea) form 1861 (Contract Facilities Capital and Cost of 
Money). Through use of this form, the ourchasing office can 
@eterwairne the applicable Facilities Capital Cost cf Money 
for each kurden centez and sum tnem td Find che ckjective 
Btemlicaes Capital Ccecst of Money for the contract 

rofit or facilities lnvestment is based 


u 
Meer tes Capital Emrloyed on the centract. In adaiticr to 


Meee minirg the Cost cf 4onsy, the purchasin offices must 
determine the imputed value of capital employed cn the 


u 

Meer act fOr the purposes cf the prefit objective. Sanco 
Beeectcoal ccst of money 1s determined by multiplying the 
gmpiutced ccs* of #oney rate by the net book valu2 o 

Bee Value cr assits employed on a contract can be Gditernined 
Myeeaaviding tn2 contract 6st cf ACh Ev aae 
Bate. fines Vaiwte fEcr Contrace Faciliti-s Ca C 
a5 Ssntered in line 17 of tha ‘weighted Guidel P 
Memeective fcrm (CD Ferm 1547) and assigned an arpropriate 
Meeeet weight (currently 16% =o 20%), ia accotda € 
weighted Guidelines. 


Industry complaints about CAS 414 initially centered 
meme Gh= manrer cr handling rceSearch ane deavelcpuent 
expenses, bid and prcposal @xpenses, and interest ceste for 
capital assets under SeiserueG-. 9h. Cost Neco un] 1nd 


meemaards 417 (Cost cf Money aS an Hlement cf the Cecst of 
MSaerital Assets Under Construction) anion (nececOounmting for 
Ind2pendent Research and Development Costs and Bid and 
Froposal Costs) served to clarify these issués. 

Peewee Clary, cimes Cl High and capidly £Eluctu- 
Melng interest rates, industry complaints with CAS 414 have 


keen ccncerned witk the shortfali between ths Tr23isury 


ee 





meomulgated interest rats and the rat? that contracters must 
pay on their temporary and long-term equipment and btuilding 
borrowings. Late Government progress payments of two tc 


four we2ks or more cause vendors to have a "substantial" 


rd 


investment in receivables and inventories in crd2r <to 


Satisfy contract perfcrmance requirements. This tempcrary 
investmant is believed to have a draw-down effect cn the 
funds available for capital asséts. 

5. Eibliography for Further Study 


Aerospace Industries Association of America, Inc. A 
Compendium of Cos= Accounsing Standards’ Impact Upon 
MiemEEOCCUreMen: ProceSsS. Washington, D. C., 1979. 

est AccCuntiag Standards Guid>. Commerce Clearing 


House, Inc., 1978. 
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V. PRODUCTION 


A. THE MAKE OR BUY CECISIOS 


Vv Vv 
Se ecm rcoce.e Srtece 'faximizes ~“he wutziizaxicn cf 


c 
Mes DoOaUctive, Managerial, and financial capabilities. fhe 
Q Ss 


Meer actOr haS tha Easic responsibility ‘fcr make-or-kuy 
decisiors. Wiswee=ene, §t he COmezactor’s recemnmnenda-~icns 
should te accepted unless they adversely Sriree > ese 


1 
eernimsnt’s interests ({1.€. repressnt the high ccst alter- 
Meeave) cz are inccnsistent with Governmen= policy (i.¢. 
Pem=Orial subcontractor has pean d2bdarred or suspended). 
Governmental monetary and eeecl Nelsctes sec ex zetnal 


£ 
Bae. Ors that may influence make-or-buy decisions. 


ipecdEdOrng(CChC2=n, paSt Managerial decisions estab- 
Mist the cursent op¢erating pattern. Hoe tene 2 Carticular 
Meera tional pattern, make-or-buy investigations can crigi- 
nat2 in cne of several ways. The development of a new 


product or the substantial modification of an old ocne is a 


O 
Byp2cal Situatich t¢squiting a make-or-buy investigaticn. 
Unsatisfactcry supplier performance for parts originaily 
purchased is a second situation that gives rise < 

make-cr-ktuy investigations. Occasionally a firm's value 


analysis program uncovers a purchased part whose cost is 
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Meesprtcporticnate to its valu. Periods of signi 


Ase 
growth cr sales decline also generate situations thax 
initiat2 make-or-buy analysis. The tendency toward "make" 


Gecisicns in order *o stabiiize production and werk ferce 
fluctuation is usually greater in small firms than in larger 
ecnes (Rei. 1: pp. 314]. The make-or-buy decision can also 
be influenced by the labor rslations climate within a firm. 
However, any changes to a previously negotiated make-cr-buy 
Peogram must be approved in writing by the contracting 


Pee Cer. 


fake-or-buy analysis, when viewed in a broad sense, 





can be grouped in twe general categceriss. The first cate- 
Memy iincludes parts for which the usin feo Gurr encly 
rossess2s the necessary major production potential. woth 
Meeveead SWall capital outlay for tcoling and minor ¢quipment, 
the SZirm can make each of these parts. Tne second catcegory 
Meeeudes parts which the using firm cannot treduce in its 
exis<ing operations without a sizable additional inves<tnent 
mmmeroOlong and facilities. Any “make™ alternative requiring 
@ Significant capital investment becomes a2 matter of tasic 
product d2-etimination, BeGause 22 ts disee-iy related to 
Memo -Lange company objectives and financial plans. 
H. Considerations Which Favor Making a Par 
Qe Cest considerations (l¢ss expensive to make cth3 
part) 
ei Desire to integrate plant operations 
es Preadwvc vive use of e€xecSsss pian= capacity tc help 
acsorb fixed costs 
a. Neecdmenomo Semen d= bFece control OVEr preduction 


amen ata da ty 


15 





é. Design secrecy required 


Be Unreliable sources 
ls Desire to maintain a stable workforce (in périods 
of 3e¢clin:ing sales) 
5. Consiisrations Which Favor Buying a Par: 
as Suppliers research and specialized know-how 
ire Cest considerations (less expansive zo buy the 
Pace } 
Ce Sftali volume requirements 
olF Pama ede sc OuG=26On faczlic.as 
ee DecmmeueO Nainwaan a@ s-able workforce (in periods 
of rising sales) 
aA Doce OuMaimmmin 2 MULci plLe-Sscurcs pclicy 


As aqgeéeneral guideline, -eeoKs=-e2-OUy pregram 
Meera 2Ot anclude items or work efforts costing less «han 
See pfercen> of the total estinated 
$900,000, whichever is less (Ref. 2: pp. a 


S 
Prcenta <1On swith re 


GOueZAckeba=CG- OF 


spect 
make-cr-buy programs is required in negotiated procursmerts 


Bec spt: 


Q@- When a propcsed contract has a total estimated 
value of less than $1 million, unless the 
eomm™acc ng CLrEice: specifically deterni 


Picea Weil NnLOrlas2On 1S appropriate, 


gk. in research and development contracts, unless the 
contract is for prototypes or hardware 2nd 


Eeasonably Ee anticipated that significant 


76 





POwlom=en diestici es Of the product will b=: 


P=ceuned, 


Sew etwan= COXtracting officer determines that «he 
peice is based on adequate price competition, cn 
established catalog or market prices of ccmmercial 
2tems scld in substantial quantities to the 
Gomeral Ppuo1ic¢c, Of On prices set by law or 


magulat~saon, Cr 


Geewien ©=h] COntractlngm@etaice: determines that czhe 
Wel aioenO. COMmolS xX. 
The prospective COtesaceo> Muse furnish =he 
following with the prepesed make-or-buy program: 
Bees CeSGce peter Dy which Sach major item can be 
idéntiris 
be. a recommenda to make or +o buy sach such iten 


Ga GctSr the decision, 


O 
a | 
QO 
th 
ct 
a 
iD 
re 
ame 
(» 
so 
it 
W 
O 
if 
fb 
t?- 
«<i 
t 3 
#)) 
j-4 
O 
S| 
N 
t 4 
4 
= 
oo 
} 
Q 
= 
cl 
2 
(p 


ati 

SUeeradeC Ore ssO00SSS ©D Dake the teen, including 
Mice Ne mnc ie wrdeli Ley LS in OF near a section cf 
once 


nertated unenmvloyment or underemplcoymen+, and 


SeEsULtLClent additional infor 
contracting officer to 2valuaz2 the propos:d 


Progran. 


The make-or-buy prograns, as apcroved by th 


ala 


eF) 
ct 
t 


Memetac.ing Officer, normally are included only in co 
m 


reimbursement contracts. Even Soa mmecos. 2eanbucsce 


if 
Ham 
ot 


SeM=asacts, there are exceptions: 
aaa pOLaca ble cest=sharing contrac<s, 


Uy 





Earplicaple ccsz-plus-incentive-fes (CFIF) 


GOrbendecmes. and 


Semeincentave Contcacts tO which the price adjustment 


provisions are 2pplicable. 





Meonmnater yds. and DOblcr, bOonaid W. Purchasing and 
Ba ziiais Management: Tex. apd Cas2s. McGraw-Hill Bcok 
Sompany, i977. 


peererOrece Institute of Technolocy. Centrace 
Pies ouadeolon.) Vole eneenapcer 13, 1989, op. 130-132. 


Gansler, Jacques S. The Defens: Industry. 
Massachusetts: The MIT Press, 1530. 


Office of Managenent and Buiget. "OMB Circular A-76." 
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Be PRE-FLANNED PRODUCT IMPROVEMENT 


ie OD scussicn 


ho. 


The concept cf Pre-Planned Product TIgprovement (PSI) 
involves the orderly, time phased incroduction 
mental system capability to accommodate prcjsect2d changes in 
threat or to reduce risk in initial fieldiag of a system. 
The weapons system acquisition strategy tha 
Meeect in the United States since the 1950's has bh 
develop and deploy systems at the frentier cf techn 
Ohes acquisition strategy uses hign-Tisk cécnnolog 
freqguéenzly results ina lengthening of th O 
Mae an increase in total cost. D3T is dé 


S 
the tims required to field new weavon systems by using rela- 
d g 


tively matur2 MeChNOLCGy 2 722laily an Bianrpen 25 
mecorcEcraticn of advanced technologies after ths systen is 


deployed. 





eepetense Frank C. Cazrlucci's memorandum cf A 
MemesMep=cve the acquisition orogram addressed the evelu- 
mLOnary acquisition ESUGSpt of Pre=Diaited Diao d UC = 
improvement. The concept will require extensive early plan- 


Meng, aS Garly as the conceptual phase, with respect te 


=chncloqy development, d@sigm fequirements fcr furcure 
Peowen Cf che System, Manufacturing, and integrated icgistic 
support considerations. inne watt nd Waid also require ths 
maer-~ification of funding requirements +o support develcping 
thea techncelcgies and system upgrades. The objectives of P3Tt 
are; 

a. Shorten the acquisition and deployment time for a 


= 


1¢w system or incremental capability. 


v2 





Requcemoveralt gequisiction, Operating, and surpere 


GOScCS. 

Extend useful life of equipment. 

Cembat military obsolescence. 

Reduce technical, cost, and schedule risk. 


heeoupensnnokGeri yegrowun £5OM 2Niclial to nature 


system reliability. 


Reduce logistics and support problems entail2¢ 


won Pow Mater sal Introduction. 


Be iLnplementaticn Status 


= GR  =e oe eee —- 





Mocc =e NerGeree p. OF |PSE Shoula be eppliecd *c¢ a 


Mew System at program initiation, wh 


mechanism. 


system must be sufficiently flexible to a 


changes. 


2 
fOmaccourlsn thas the azchite 


P3I should be considered for ongoing 


When the systems have a high degzre2 of modularity and gtewth 


BPeeentiel. 


Programs which have already utilized the ccencept 


eevee lr include: 


ic Mae Se hoe runes fOr She LTetdank. submarine. ae 
Se 


Gc uWwemomeCenRschilecesa G65 L2nchesS Ln diameter, 
Jot ane Tecaent £ missiles was only 70 inches 
in diameter. This spacing requirement was us2c te 


u u 
allow for the Trident II missiles without major 


Gen GOtes tOseene submarine. 


b. Ths space, weight, and power requirements for 


com aecOmrOGo eG Of 4 preSsSusi zation unit on 


the naw Army/Maztine Corps Light Armored Vehicls. 


The uniz will allow the vehicle to operate more 


piece ve ty ima nuectea>, Diological, or chemical 


environment. 
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Ae 


ce 


Ce 


Paeen= tai 52 Disad va 


Reduce technological risk. 
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Allow for earlier deploym 


systems. 


at 
\-! 
O 
a, 


Increase the opportunitv for subsystem compet 
if interfaces bpstween primary and critical 


subsystems are managed well. 


Improve field psarformance/reliability, since 


Greanges Could be chezsoughly tssted firs<. 


educe the logistics support burdens caused by 
n Cc 


Scie Gucci ng-cag=" tecunolcgy. 


Ww 
ty 
$v 
cf 


wo 
‘as 
pv 
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} 3. 


Allow an increase in the 2ffsctive ope 


Pa =onOtrar Weapon System through long- 


ct 
f) 
rf 


m 
scheduled, programmed and budgsted ucvgradé¢s. 
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PaGeedicetmieh- ac lsainmg COSes CWlng iO the 
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Ss 
WEgGrades after production of th2 basic system. 


WewleGwane= toh Syacsc, Weida~, DeCwer, cooling and 
Poche vasto1s will 2nereass che complexity of 


Cea sora. 10n conzrol. 


Increased funding visibility following pl 


iD 
rr ju) 
< +3 
= 
iT 


Pacem vedt2oneln <is PPBS cycle and =h 
gives decision-makers the opportuniczy +o tri 


m 
the program and use the funds for other purposes. 
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C. LEARNING (IMPROVEMENT) CURVE 


The learning curve (also called the inprsovement 
cst or time reduction curve, or experience curve) 
ed from the known fact that individuals performing 


c 
te 

repetitive tasks exhibic arate of improvement due «ec 
d 
e 


increased familiarity with such tasks. A Government commis- 
Sioned study by the Stanford Research Instituzs (Ref. 1] 
Bemt2rmed the fact “hat cumulative direct labor ccs per 


unit declines by a censtant rate or percentage over succes- 


Memo y dcubled quantities cf units producé:d. Mn en nes 

Beads, ~he number cf direct labor hours necessary tc orcduce 

Mee seccend or doubled guantity has b2¢en shown, cn the 
iO 


average, =c be only 70% to 90% of the hours required 
previcus unit. 

Material costs can also raftlect improveméen= chr 
repetitive purchases. The material curve, cn zhée a 
Memeeexhibit a material cost of 90% to 99% of the material 
Meigen ch =n Previous unit, depending upon the preauc 
rurchased. 

Perettskeeen, 6 one learning curve is probably nest 
useful in across-the-table negotiations as a starting poinc 
Bee pricing a new item. i adG@ic2oOre<o DEOVLding “buyer's 
insurance" against overcharging, tne learning curve is also 
used efiectively by roth government and commercial buvers in 
develcping (1) targez costs for new products, (2) 
mak2-cr-buy information, (3) deliver schedules, and (4) 


progress payments *o vendors (Ref. 2). 
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2 HeseOrtcal EVOlmecioOn 


The man primarily responsibl3s for establishing the 


learning curve as a cost measurement device in the aircraft 
mraustry is T. P. Wright. ieomomomne Lomihets 3} pilcneering 


the idea (later known as the cumulative average cr Northrop 


theory} was published in the Journal of Aeronautical 
Sciences in February, 1936, under the title "Factors 
meeecting the Cost of Airplanes". Wee gne ss fundargs in di- 


ated that, as the number of aizrcraf= produced in sequences 


gactreascd, “he average direct lador in Som rae cr ef— 
@-ereessid in a regular and predictabdie pattern. Both 
@aiztecrarz conpanies and the Government bécame interested ina 


Mmeemecedular aid predicteble nature of production cost reéeduc- 
mon kecauss, among other considerations, the phencmenon 
Mmeraied chat, during a time of mobilization, a fixed appli- 


@eeeon Sf labor and facilities could be expected *o preduce 


greater and greater quantities of defense products in ¢ach 
successive time period. 

Bilee=Oogethe Yearly days c& World War IT, Fre#sident 
Meese veit surprised the nation with the statement that the 
UEacsa States weuld produce 50,000 aizplanes. Many people 
Memcoaecized “he President's statement because oproducticn in 
MEMES ClAl: lnduStry at that time was insignifican+ in 


c 
comparison with this figure. The President, with the assis- 


Panes Of his planners, knew how to get the vlant and thea 


equipment in operation, and he knew what Zhe nation's 
Meoagucticn rate could be. The principal technique used for 
iieong «this determination was the learning curve. For 


example, by applying the industry average curve, planners 


can get the manpower requirements for a given numbar of 


airplan:s. Once they establish the manpower requirements 
ema =he units tc be rfroduced, they can project <=he plant 


Capacity that will tenseded, the amounc of material thar 
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Memes = C Usted, the payroll and overhead costs, and aary 
cducticn expenses. Prez. ie. 

The Weight curve worked very well as lo 
WaS mass preduction of items with 1lit<=12 or no change in 
Sentiguraticn. Meeecs WOrLd 9 War If, ehS trend changed to 
Smaller quantities, drasczic configuratica changes, breaks in 
Beggducticn, and other changes that caused the Wright curve 


projeczions on a cumulative average slope *c produce aues- 


tionakl2 answers. Industry during the 1950's was becoming 
discouraged with the learning curve concept because it did 
not fit the new circumstances czhat th3 industrial werld was 
Bacing. ieepenontewecea Dent GE hho decade, 2 unit improva- 
mene curve was develcped by Bosting and rescored confidence 
in the curves. En the Wreigh= curve, the cumulativ= average 
Ses (Or heurs) ScewrliwesmprPoduced declinge by a fixed 
percentage as ~otal guanctities produced successively double. 
Bee example, with an 80% learning curve few eGe hie sf OlS 
Mees prcduced have achmulative average cost of $500 rer 
unit, the first eight units will hav2 a cumulative average 
Bese Of $400 ver unit apes BO-amg l= Curve, 22 is ihe 


Mes- c® he e2emGree ws PE OdUGed arts= the total duar. 


bot 
at 
1 
ci 
hs 


se 
Breoducei has dcecubied that declines by a fixed vercentage. 
For éxample, with an38)% learning curve, Pees SOs Clue 
femeecost Of the fourth unit was 3500, che unit ccesz of the 
e-ghth unit will be £400. 

Pie BOeCIngqyecurve projects the unit curve as 3 
Straight line, whereas tne Wright curv3 projects *he cunmula- 
tiv2 average curve asa straight line (A learning "curve" 
Becomes a Straight line when it is plotzed on lcg-log paper. 
mmense IS RC anoMtaly in calling it a curve when ait is a 
meaaight line: in mathematical terminology a straight lines 
Meea particular case of a curve, enhiit a curvature of 
Zero). For the same learning curve percentage the slcpe 


Will be flatter using the Boeing theory resulting in a 
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greater cumulative total hour requirement for subsequent 


Moublings than would eccur undar the Wright zhecry. 
3. Ccnsiderationrs in Use 


The primary purpose for developing «he léarniag 
Sucve aS a pricing tccl 18 tc permit one to predict the cest 


S 
Seecutuce production. © 


1) 


Wee OleGecction 1S based upon th 
moye chase Emer ticure will Ee lik 
the past. Mimccmtcu Of egee  Leabning curve theory, thi 


assSsumpticn means that the cesz (hours) of doubled gquantitie 


assumpticn (not always 22 


+7) 


in 


will continue to decrease by some constanz percentage. The 

learning curve methcd orovides a reasonable approach te 

Beedqicting che future if the historical data approximaté a 

Seeeeaght-line trend. The farther historical data points lie 

meom the trend line, tne less confide 

fie) prediction. To faceet cue seme 2 
a 


best memmuse ManhoursSs wether: << 


@efletion (wage rate changes}, whi 
woLMmer. Mie melenhe em Oeste ce: Can then be ccnstructed by 
wnaz is known as least squares regression analysis. 

Beer acljual iléeztning curve da'#a, Mace Ca Lily wea Lt 
Slopes will lie tetween 50% and 100%. Slopes steeper czhan 
50% are almost never opserved and slepes grzazter than 100% 
répresen= disimprovement. For learning curves, the steeper 


the slope, the greater the rate of learning and the smaller 
the percentage fidure by which the slope is reoresen-<d. 
Thus, a 70% slope is steeper than a 73 

Many @xperts now agree that many factors other Zhan 
workers’ learning affect the rate of improvement. These 
include new types cf tooling, improved scrap rates, 1é¢ss 
spoilage, more effective plant layout, better metheds and 
procedures of op¢rating, improved management and administra- 


tion, and new mechanization and automation. 
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4. Eotentsal ADElications 








A Defense Centract Audit Agency publicaticn (DCAAP 
7641. 14) provides information cn mora than 440 jéearning 
eurvye applications, covering a broad spectrum cf weapfon 
systems, subsystems and other items. Additionally, in 1964, 
Winfred Hirchmann stated in <he Harvard Business Review 
that, "No matter what products you manufacture 
cf operaticn you manage, =here is a good oo 
Meorit from the learning curve" (Ref. 4]. 

The learning curve can be ussa eftecrively by both 
agcvernment and commercial firms in Geveloping “ar 
mer new products. It is an invaluable aid in est 
Maen d-steal supplier-~kuyer basis for arriving az a fair sche- 
Meme Cc. Crices for fu On ger s. 


A ccmparison cf separate learning cucves for both 2 
Ee @ 


buyer's firm and his supplier's £20 Gan Meip =he buyer 
d=cide whether tc make or buy a specific part, particularl 
when hi SWieplomem yom Opeea ong Mor belew capacity. 


al 
Meomecticns on the learning curves will +211 the buyer 
15 


whether he or *h2 supplier will have lewss ave 


fu 
1Q 
D 
O 
oO 
U) 
ct 
(1) 
rh 
O 
4 


the number cf units reeded. 

nee tha léarning curvé can be usid to forecast 
labor time required, itis possible to estimate how many 
Meb-s 42 vendor can produce over a specified time with a 
@even labor force. This informa*sion can be sxtremely 
Memoful t9 the buyer in scheduling a 
meemmeoOnwr ficm's production, and in identifying suppliers who 
cbhvicusly cannot meet desired delivery scheduiss. 

Sivece une Learning  curvs ESstlects changin labor 
meses, it provides a basis for figuzting a supplier's finan- 
Clal commitment on any given number cf units. This 
informaticn is important, because suppliers cften operats in 


mmeerca Gureng the iniciel parz of a producticn tur, until 
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learning can reduce average cost béelow the average pf 

Buyexs can minimize supplier hardship by using the itarning 

curve to break down an order into two cr mo du 

lots-~--each with successively lower avérage prices---and 
Fi 


then set up progress payments based on the supplier's: costs. 


5. Birfalls tc Avoid 





In using learning curves, buyers must be aller: to 


Mee £Clicwing prcblems (Ref. 2)}.. 


A. Nenuniform learning rates. If a straight lins 
SOOO oewtratecea to fhe hi Stos ical data 
reasonably well, the technique should noc be 
used. 

ES Lowr-lakcor-contant items. Pe nos= Weert an 2 new 


mn 

item involves machine time, whe 

tc be determined by machine ca 
u 


ec. Small. payorrs. Gdene=ing and plotting data entail 
Meier ime rand Stil Ort. Thus, ne leanrning curv: 
should be used only where there is an 2xpectatzi.on 


of a reasonable pavof <=. 


a. Incorrect learning rates. Data are unique to the 
firm involved and should not be applied zo 
enctemer.f25ms 

e. Estadlished itams. As most of the learning was 


already done cn previous work, any additional cost 


reduction may well be negligible. 


i. Peeduction breaks. No consistently reliabls 
method ¢xists for predicting the amcunt of 
learning that will be lost as a result of 
production breaks. dHowever, if any impact 


impact from a production break exists, «he 
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greatest impact would be on direct labor 
learning (1. ¢., learning retrogressicn) an 
the least impact would be on methods 


improvements developed during <he initial 


i 


PEcavecion Lun. turn to unit one as <=he 
Soe ugepeine LOL a follow-on order oo: 


contract is unreasonable 
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Vi. LOGISTICS MANAGEMENT 


A. MARKET RESEARCH AND ANALYSIS 


ab 
e 
Icy 


cussicr 


ln 


= 
_ 
= 


Peycnd recogrition of an immediate need, requesting 
Meravities seldom grasp the eéconomic or technical rami‘fica- 
eons of &@ given acquisition. eee eie= Ce dg My CLEACET, 


therefore, is tasked with conducting an applicab 


Lé 
the market te develor data that may help the activirty dé¢cer- 
$si 


Meme CUrmen= and future needs and poin= up pe ble areas 
where changes need to be mad® or where more detailed 
advanced planning is nécessary. ies te ihe = SeSea oh can 
meso heip =he contracting cffice VSeesmInSs. Zhe tyes Of 
Peg-.acz to use and how best <0 serv2 the customer agency 
needs. : 

2. ihe Purpese cf Market Research in she Acquisition 

Process 


No request fcr procurement action should bs taken ac 
face value. PS anemdU= yor the cCOntraccting offi 


C 
help and advise the requestcr in the fulfillment of its 


needs. One of the many toois the contracting officer uses 
2s market research. Sememot sho gUueStvOLs The CoOntracGeing 
officer will seek tc answer when conducting the research 


well ke: 


Ae teatem ne Citra men moa lsseic in light of current 


industry capabilities? 


0 





tee Carn the requirement be fulfilled by 
méeans/methcds/materials other an those actually 


called for? 


Ce What simple/complex manufacturing processes are 


involved and what are the associated lead «limes? 


ais How much should the item cost? 

e. Whe are the suppliers best equipped <5 do the 
WOLK ? 

fs Are standard products/matéerials available to jo 


the work? 


In response tc a@ request for CUB -e-MeN = vacewZGn,: 3 


TO 
r 
O 


iD 
th 


carefully cenducted market research ror* will show whether 


qt 


ct 
oof 
(D 


@emnet the given industry can meer 


(w 
3 


ee€ds of the reque- 
Ee Ot. If industry cannot neéEét S-cteseOrs* “—RSeds, 
perhaps btecaus= cf d¢livery lead time problems based cn the 
mempe Of “~he work <tc be done or tachnical limitations in 
@esign cr performance equizements or a mvriad of ctaer 
meee 2 he Contracting officer wili have the ability and 
PeieerOMedt. Catdac) aoproOach hs bequesting activit 
TPO sss Scott ons £Or =he modification .or revi- 
Meet es HCl e Care ens So COnEOrCMm. to =he ind 
abilities. Further, the research will yiel 
strengths and weaknesses of “he applicable ind 
form). These data may be used to tailor the requ 
< 


Bekme full advantage cf cost and performance bene 


memo ad Concentration on industry strengths while avoiding 
putting tco much emphasis on aréasS wh2rée industry is weak 
and, hence, cost inefficient Michaot {He 7 Ne .past |xperi- 
ence wit she market (that is, having completed relevant 
Mazrket reséarch in «the past) will show the contracting 
Seeteece tha= the immedz:at3 requirement can be satisfied by a 
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maeeyed Of 1*em mot knewn to the requesting activity. Ryen 
when the methods and materials are known, ie COntne Go ng 


officer may be in a position to propose alternative methcds 
cr materials based or his intimate knowledge of the market, 
tS price trends and technological developments. 

A review of manufacturing processes called for, the 


evel of skill required and «he amount of available capacity 


Fe 


Meeded Will allow the contracting officer tc determine the 


Pamper Of Suppliers available, thos2> willing ard abie¢ to 


compet the level cf risk they are willing tc or should be 
ask2d to assume, the need for discusSions based on the level 
Pemccmactence in the industry and the comolexity of the work 
Mevolved, and industrys' overall ability +o fill th: need. 


Meese Considerations wili aliow the contracting cfficer *o 


Meeoem 6 Which type of contract is best suited to te used 
See the carticular prccuremenc. 
pee ake: Research Preptannin 


Pacer ngs ene Key =o eitecaive market research. 


Mmeeucally there are fany procurements that do not Taquire an 
in-derth market research action. Wee ie neweven, =nVoOly= 
Mmememo-¢ «han <he delivery of an end-product. ta bed h 


Memeeye planning the requestor and che contracting cfficer can 
ise and knowledge. The marke“ can 
ve toward taiioring the procurement 


- 
package along *he most cost-effective, 2fficien*t and benefi- 


Clal iines industry has to cffer. BY Coupling ipgeplenn ing 
with an ¢ffective market research effort, many of the 
Mme. Calls, such as inadequate specifications, compressed 


delivery schedules, improper contract type, unsatisiactcry 
SaDpiiers, and ccst-inefficient terms and canditions, ca 


Significantly reduced cr totally eliminated. 
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Seexey Saceces in the Use of Market Research 
Market research has a number of advantages, but it aisc nas 
a required gerecedent in order to be effective. 
a. Shows industry's strengths and weaknesses 
ee ReGuces risk of inadequate specifications or 
CemtEace ec yYre 
Cr Aliows saking full advantege of industry 
capabilities 
GIE peamees CoSt-~neflicency through concentreticn cn 
strengths 
e. Peeve Geom rGr flexibiligy in zhe fulfillment of 
requirements 
ie Peev§des, D2Scto™2cal DaS]e On Which =o build fu«urs 
Lequlrements 
ie Improves accuracy of lead time projections 
He Prowades fcr accurat] list of qualified sources 
ans Regqitmeoe,sclid preplanning to be effective 

eee ee graphy fer Eurchsr Seudy 

Fou, J. Ronald. Arming America. Massachusetts: Harvare 
University Press, 1974. 

Meegubatid=, Ur., and Dobler, Donald #. Furchasing and 
Wazariels Management: Text and Cases. McGraw-Hill 8cok 
Gompany, '977. 

Sherman, Stanley N. Government Procu=smert Management. 
Maryland: Werdcrafters Publications, 1981. 
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. B. PERT antl CPM 


1. Fse¢ 


5S 


ion 


FERT (Proqram Evaluation and Review Technique) is 


used for managing the time (duration) of projects and was 


deveicped in 1958 by the OU. S. Navy for use on the 
Intercontinental Ballistic Missle Program {(r:f. ze CPM 
(Geicticai Path Method) is used for managing both ths time 
amd cost of projects and was develcped in 1955 by Du Pont 
and Ren 


ington Rand tc manage complex plant maintenance crcb- 
ef Pekan agsecomd ate  i2nscernded to identity 
Pemeduls and ccst slippages early in the project cycle 

n 


S 
Mma=e COLTECtIV2e= acticn can be take aca HO ges] the 


e 
FERT and CPM augnent other management aids. Phasing 
Shacbts, mil¢estone arts, Mana i See Slee (Of 


baiance («1CB) netw 
Mero cipally for pre Ss 
Sereteand CPM point cut potenthai =rouwi 
Beetiadilv cccur, hb 
PeoceGUures in acdditica to being control tools. 
thr2¢€ estimates are 
Mmeecrted COmpletion time frem a probability distrib 
eompleticon times. Therefore, PERT :s considered a p 
Meare fOCi. In CPM, there is only one estimate of dura n 
Eiage 2S, CPM is 2 deterministic =ool. The second differance 
2s that CPM aliows an explicit estimate of costs in addicicn 
to time. Pils wewmeelemPERT iS basically a tocl fcr planning 
PmaeecGencrc) of “ime, CPM can be used to control both the 
meme and the cost of the prcject. [Ref. 3]. 

The ideas behind PERT and CPM have wide application 
and can ke used in situations as diverse aS managing cffics 


paperwork flow and the constructicn of majer buildings. 
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PERT and CPM attemot to answer the foilowing yuésticns: 


ae Mivvenmoecr vr. GS are Critical? That is, which 
must be cerpleted cn time to keap the preject 


on scheduls¢? 


rE. ahich actiwitiss are neancritical? 
Cc Hew much flexibility ices management have in 


SecGen Ge cna sGOmenies CaleactLlvi_ties? 


‘w 


am 
ei 
5 
es" 
fu 
ct 
i) 
] 
t 
ad 
Ey 
(p 
(9 
ct 
x 
v 
<< 
vf 
O 
Ho 
pw 
Sac) 
ba 
i 
Ne) 
$25 
(1D 
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fu 
<< 
[nh 
cr 
mae 
fy 
ct 
90) 
i4 
A 


Geroc cde 1GLIng 2=¥yecticicna cE th- 


Mmeadditicn, PERT can b2 used to answer gquesticens such as 


a 
a 
~ 
TP 


a. W 


rere ChanGige Cl COMPLI Sticg a project cy a 
desired date? 
ee Ben aoe Onrg = snOU eR Pihetecr B=] pisnned so that a 


Meso, CPM can be used to anSwer sich qu2stionrs as: 


a. bicgeert Sete leaGe-CSs. WRY <c ExXpedit= the 


ecqmpile<tcon cf a pecject? 


4 
re 
iW 
th 

t 

1 | 
O 
U; 
EF 
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qt 
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3. FErograga fenefits 


Reddewenemeto seths fact that several qovernment 
agencies require the submission of a PERT or CPM plan with a 
ea, ther: are several advantages associated with using 
these analytical metkcds. 
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The use of PERT and CPM forcas management to flan 
in datail and to define whet must be dons to 


accomplish the preject's objectives on time. 


Management is forced to plan and mek? commitments 
regarding execution times and completion dates. 

The methods also provide for batter comnunication 
among the various deparzments in an organization 


p 
rd between suppliers and tae government agency. 


‘Q 


Mie mols Sf ClLetical actlVLeies 2n a network is 
only a small portion or the totai activities. 
Micieemee On oG cine CHle]. cal acthivecris¢s enables 


mmemusclOL an Stfiteczent moni-~Oring syste. 
> 


Die merecial 2Gltveetss azo also more 1i.kely to 
become proklem areas. On d 


c 
e 
contingency plans may b® devised. 


Employing FERT or CPM anables management <tc use 
resources mor? wisely by 2xamination of che 
overall pilame Resources can be tramwsterred tec 
Megelteneek cr troubles arsas Etom ouker 
activities. 

The PERT and COM methods enable manéegement tic 


up and correct deviations frem schedul¢ as 
2 


PERT and CEM can be 2asily understood be¢ecaus 
PecVtGeevaeetuod £6> Visualizing an entire vrcject. 
Therefore, management can explain «the tools to 
Supervisors and employees in such a way th 


chances of implementaticn are improved. 
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PERT and CEM are easily adapta 


rm 
} 4 
> 
ct 
O 
Cc) 
© 
eS 
TT) 
cet 
Ww 
4 


Large projects can be planned by computers in 
seconds, and computers are now even capable of 


diagramming =h2 networks. 


PERT and CEM allow managemen= to check the 


effectiveness and efficiency of alternative wavs 


Of execiting »2rojec=s. 


BremuScGre Pr ERt wen. CPManvolves three major =z 


Meemuda icn, planning, and monitoring and control. 


tag¢ includes a number of steps which are presented belt 


Formulation 


a. Analyze «he project and preak it dcwn inte 


SpeGeetCeaec ui Vities and events. 


oy 
e 
Oo 
iD 
cr 
{(D 
}- 
a 


emine the Sequence cf activities ant 


bh 


(D 
<j 
(D 
ry 


Sus 
Gmme@enst=uct a diagran (network) of the srojec 


decree coer] Gicd=eaOns (also cost, in CPA) 


eel) AC = I1VaRees . 


Flanning 


a- Compute the carliest and the latest 


Pete meee Slack 22 eVenes; IdSsn2ilty critical 


events. 


oF 


- 
~ @ 


th 


Cc 





Men: -OnIng end Ccntrol 


SePOnemor seri tical aCcavitieses: comrar 


W 
ae 
if 
<a) 
re ge 
ivf 
i) 
th 
ih 


to plan. 
b. Identify deviations from the plan. 
c. Replan if necessary. 
d. Transfer resources to lagging activities. 


faders Gatien “OL “Critical events ard 


a 
enables management to exercis=s better conzrol of the ereject 


by using a management-by-2xception philosophy. Linadd2 = 107 
Bemeransferring resources to critical activities, managemenx 
Meyeeccrrtect delays by other actions such as the follcwing: 
ae Retaweng, che ©=chnical specifications or <he 
required quality. 
rE. Goanging 6h] scope Of th> projec: by reducing zhe 


desired goals and, consequently, the amount of ' 
W 


Gres 
er Gnaidangqucehe S@8aquencing of activities. 
a POeenaeadd2tagna l S=SQurces ines the project. 
e. Expediting activities by various incentives. 
ae Starting activities while preceding ones are still 


being completed. 


jae = Ferce Institute of Technology. Contract 
Mowevectrat2on. Vol. li, Chapter 13, 1980. 
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COST ACCOUNTING STANDARDS 


foe DL SCUSSION 


The Cost Accounting Standards Boaz 


86a 
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1970 ander authority ct amendments to = < 
€mained in cpération until funding wa: 
imeore 1 o OU. The Comptrccller Ganeral 
rved as Chairman of ths Beard and 

1 members. Members appointed zo the B 
the accounting profession (cne of whom w 


as Ep 
larly knowledgeable about the cost accounting oreblems of 
n 


eaaibi business), oOn2 tepresenting industry, and cn¢ from a 
department cr agency of the Federal Governmant apocinted 
Mee ths Ccnsen= of the head of “the denpattmen= or acency 
concerned. Nineteen standards were approved and promulgated 
by the Board. 
Be REQUIREMENT TO CCMPLY 

The standards ar¢ applicable =o contractors within the 


following criteria: 


Ais Piemeoncsaet LS a Regotiazed contract; 
competitively awarded contrac<s are not 


cevered, 


Ze Contracts less than $500,000, contracts for 


products with an established market pric¢ and 


100 





je ws osent —-— = — -_ Re Se SO ees Seas coe 
PoMmeerceo Teme PEOadUGes <lid= AA2VS DIicz=s Elixzee 


by law are not covered. 


ys Negotiated contracts awarded to @ small business 
Firm or a firm in a labor surplus area are not 


covered. 


4. A waiver may be granted t9 a sole source 
centractor who refuses to submit a Disclosure 
Sade olen es )(Fonm Gc ASS-DS=1) . 


cn 


: ipsequecOImes actor’ S teocal negocza-~ed governnent 
CCie=aceempusin2ss 2s Less than p10 miilicn 
énnually or less than 10% 0 octal cozrperate 

Te cpeeaeemcohesdGc.c: is claigz bile tor modiEied 

ceverage where only CAS 401 and 402 must be 


complied with. 


Pees ithOPSIS OF EFFECTIVE COST ACCOUNTING STANDARDS 


Bem COMSistency in Estimating, Accumulating, and Reportiag 
Costs 

Eas oc Se: imenote wide eeeeCH) COhesactcor's Dra@ceices used 
Memetst.Maj.ng costs for a proposal are consistent with ccs= 
accounting practices used by him in accumulating and 


Bepet<ing actual costs. 


£ 
apq 


rh 


iD 


ctive Date: ey 197 2 


Meee-CONSistency in Allocating Costs Incurred for the same 
Purpose 

Purposs: To require that ¢ach type of cost is allocated 
Peeeecneco andson Only one besis *=*5 any contract or cuther 
GOS: cbjective. 
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Effective Dates eel eer 9 72 


4Q03--Allocation of Heme Offices Expenses to Segments 


Furpose: Moms eastistwercalcenia EOr eallocaticn of the 
expenses cf a heme cffice to the segments of the organiza- 
n 


fmm on the basis of th] bensficial or causal relationship 
ce 


ieee ctive D2te; Araya 3 Gimeee2e- Oss FY. afzer 30 
September 1973 


uO4--Capitalizacion cf Tangible Assets 


Purposs: Requires that, for purposes cf cost measurement, 
Semecac.Ors establish and adher= to policies with respect te 
mo. talizaticn of Ng2ble 42sse-S nich Satisfy Criteria set 
month hSsrsein. 


ate: itive Sere omeGaGeor Ss FY cn or after 1 


Meee ACCS tnd for Unaliowable Costs 
Purpcse: Pematette: taco tno h=dOLulacton, audit, adminis. ra- 


Ss 
meen, and Setcrlenent of contracts by establishing guidelines 


covering 


Mumm —NMe=nacetion cL Costs sp2cifically described as unal- 
Mowe Dic at the time such costs firs: became defined cr 


authorizvatively designated as unallowable and 


fee en] COSt accounting treatment tc be accorded such idéen- 


meted unallcwable ccsts. 


Bec=ctive Date: tide ral. 1974 


OZ 





O6--Cost Accounting Period 

Purpose: emp meeieetlementiomea Om che Selection of tha time 
mer2ods to be used aS cost accounting periods for cecntract 
@eoe estifa-ing, accumulating, and reporting. 

Effective Déete: Veogaly i378, Contractor's next FY begin- 


Deeg after receipt cf 2 contract to which this CAS is 


applicable. 


HO7--Us= of Standard Costs €or Direct Material and Direct 


Labor 

Purpose: Lose Iden Gaeta =aaeGe Under which standard ccsts 
May be used for estimating, accumulating, anid he oe mayen 
Seems Of ditect material and dizect labor; ea Oo oye > 
Gricerisa relating to the establishment of standards, accunu- 
Meweach Of standard ccsts, mime eCiMiia=2ien ard dispos st ion 


prmmecvariances £rom standard costs, 


peeeoctiv 


iD 


Date: HC GLO pon 6 19 Tuer CC 


t 


igh = 
Meer pe CL 2 CON=ract to whith this CAS is aprlicable:. 


BeB-—-Accounting tor Costs or Compensated Personnel Absence 


Purpcseé: MGs McEeVe 2nd Drovid= uUniformizy in the measure- 
[eM@enG: GCCS=:= Of vacation, sick léaves, holiday, and cther 


compensated personal absence for cost accounting pericd. 


. ie Payee "COP eGac2On'S naxt FY begin- 
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we9--Lepreciation of Tangibie Assecs 

Purpose: TO  trOvide Srltstia and guidance for assiaqning 
G@s-S Of tangible capital assets +tc0 cost accounting periods 
and fer allocating such costs to cost sbjectives within such 
periods. 

Effective Date: VOGUE yeh 7 oy Comesac.0G'S exe FY after 
Beemerecsipt ch a contract =o which this C seo p wcabls. 
4190--Allocation of Eusiness Unit G5 A Expense to Ccest 
Objectives 

Purcpcse; Lom oVvecGUCh ECan f Os EW=- aliccecaci16n ci a group 
ef business unit ?2xpenses commonly identified as Gé&E A 
exoense based on their beneficial or caus2el1l relaticnship to 
Mw@elLress unit final ccst objectives. 

Effective Date: ecCecoper | 1906 

Meee —ACCOUN=INng Cor Acquisition Cost of Material 

Purpose: Mem OPOVide "Crate hia EO: tie aCeceG@un-ing for acqui- 


hee CN COS iS OL Mat2rial, 


mayentory Ccsting methods. 


active Date: 1 January 1975 


412--Composition and Measurement of 


Purpose: To provide for determin 


4 
Cx 


compcnents pensicn cost. 


Effective Date: 1 January 1976 
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evoc TONS On tne uSe Of 


Dar 


7 ao 


7S One COS. S 


ing and measuring 





Oioae--Adjustment and Allocation cf Pension Cost 


Purpose: temeaoviacediadance £Oz 2d jusczing osensichn cost by 
assigning actuarial gains and tloss2s tc cost accsunting 
periods. The standard also provides the bas¢s cn which 
pensSicn ccst shall be allocated to segments ci an oryjaniza- 
on. 


Effective Date:10 March 1978 


Bee -Cost Of Money as an Element of the Cost ef Faciliunes 


@io2 al 


Purpose; To establish criteria for the measuremint and 
Mito eee 05 2 a2 COSe Of Cabiral Committed =o Tactii les as 
eee lemen= cfr contract cost. 

Effective Date: leCero D=5 sas 76 


Mere -ACCCUD<Ing for the Cost cre Deferret Compensation 


Purpose: DemeosOVid=" Gsi-254a) ECE UN] Measurepen= cf the 
MeemeCce GSisrrsd Scempensation and ths assignment of such 
Meow OC CCSt aCCCURting paticds. 


Effective Date: 0) IE See 


Mie ACECUN=2ng EOL Insurance Costs 


Purpcse: DOmOsey Tae Cricter 4a EOL £hs MeaSurem=nt cf insu- 
Mmemee COStS, —NG ASSLIgGnNMent CL Such ccsts to cost accounting 
Mercds, ane =heir allocaticn t¢ cost objectives. 


Effective Date: 10 July 1976 





Mij=—-Ccst of Money aS an Element of the Cost cf Carital 
Assets Under Construction 

Purpose: To establish criteria for the measurement of the 
Best ct Mcney attributable to capital assets under censtruc- 
tion, fakrication or development as an element of *the ccs 
cf these assets. 

Effective Date: 15 December 1980 


Oiie--Allccetion of Direct and Indirec= Costs 


Purpose: To (a) paove d= ee CONSIStlie Geter mination 2r 
meect and indirect costs, (D) BuOViG=n Geico tial £Or =ne 
MeeemuiatiOn Of indirect costs, including seivice cancer end 
M@geahead costs, in indirect cos= pools, and (c) oprevide 


Ee 
guidanc2 reiating to the selection 29f allocation bases based 


Sageche beneficial or causal relationship between an inditecs 
cost focl and cost objectives. 

Effective Date: 20 September 1980 

420--Acccun*ing for Independent Research and Development 


Costs and Bid and Prceposal Costs 


Euspcse: HO oseoVLae Cra se r= 
pendent research and development 
Ses-s and for the allocation of 
tives based on the beneficial or 


such costs and cest chjectives. 


Eifective Date TOeesar ono 1950 
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APPENDIX B 
CERTIFIED PROFESSIONAL CONTRACTS MANAGER (CPCM) 


Tes= Cuesticns 


foe DISCUSSION 


momdate (Mar 19863) there have been fourteen CPCM exanina- 
eons conducted by the NapZOnais “CON erecr Management 
Associazcion (NCMA). fie Skane WaeOn a. Veass as fo 


the guestions included below: 


em General Exam (MO=n= ng) 


in 


G€é MUSt be answered. 


@ 


—_ 
eke 


rt) 


Requirad guestions---two out oc 


General questions--~-any three out cf five or six must be 


answered. 


PEbonee, SGCenemics and Accounting 
Produc 104 
Cexerad Cen nig 


Logistics Management 
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Bach Category netrmaliy has from 4-8 gquastions. Five gques- 
tions must be answered within these 


C 

Any three questicns from one category. 

Cn2 sel¢ction each from any two other catéegoriss. 
3. Ksy 2o Questicn Numbering 


S222 O0ClLY---GEN (General), LEG (Legal), FEA (Finance, 
Fconomics and MeGeum ean air, PRO (PEOquce= On) , CON 


(Contracting) and LM (Logistics Management). 


Exam No.---The number I througn XIV is the #xam wnere the 
question last appeared (Exam XIV was given in Noventer 
aig 2) « 


Frequency---The numbér in parentheses is the number cf 
tion has appeared on previcus ¢xams (in the form 


severe C= in an equivalen*+ form). 
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BP. GENERAL QUESTIONS 


een iy—-(t)----The okjective of a gocd procurement organiza- 


mee is =5 obtain what the agency needs to carry out its 


MiSssicn, on time, and &t a reasonable prices. Discuss the 
roles of market analysis and research in achieving this 


Pemgective pcth from the Standpoint of product or service 


gualityv aud pric2 


GEN-XIV- (5) ----Discuss acthicel benavior in procurement. 
Inciudes the pocential for abus3 by supoliers, requirements 
BeesOonnel. design engineets, buyers, contract negotiators 
eee administrators, inspectors, and czthose whe receive, 
Beers, stock, and issue materials to users. What guidés, 


mewmeect 2:andarcds Ecr ezhical oé€havicr aé4r¢ availatle for 


~ 


fees vdeec anauounlTeC Sse ton? 


purchasin 


ct 


foe ac¥—- (3) -——--Industry and governmen: 


are to a great extent 


( 


@eganiz2d alony functional lines. hw Ona==] 5) CONCSh rate 
management Ate CC) wSleGl te PlOGUG=s Of asks TO assure 


at s 
successful cemplation of a complex project which na 
a routine treatment, organizations have infused the 


a 
rc c 

manacemsnt concert. Briefly describe the project management 
h es 
n 


meme-pt if a2 traditional functional organization, cw it 
Meeesttaces with the functional clements, its potential, and 
Me= possible problems 1+ can create for the ccn=racz 
manager. 


GEN-XIV- (1) ----Describe organizational conflict of interes 
and ths competing interests involved in th= Government's 


erfort «c obtain maximum benefit from competiticn. 


GEN-~XIV- (1) -—~--Discuss tha assenztials and Deneti-2S Of 
advance procurement planning--both from the standpoint of 


miewecctal DESCUEeMen= DEoOgtTam Of a procuring activity and 


from the standpoint cf individual procuréemencs. 
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ae y—(6} —-—--~Discuss what can be dons to enhance the rele, 
professicnai status, career interest and rewards of the 
Mumenas.2g Crificer 2% industry or the contracting officer in 
Government in terms cf training, education and develcpmental 


experiences 


GEN-XIV-(11)7--In addition to requiring contractors =o meat 
1tS prcecureméent objectives, the Federal Government often 
Mm@imade> 27 JtS Concracts social and/or eccnomic obtectives. 
Bem ODjecCtives may be only indireccly related tc <«he 
procurement cbhjective. MM@etemnyewsaves Such Scclial  ard/or 
Economic policies and discuss each in terms cf effaective- 


Mess, poceEriety and ccst. 


Pere AitLi-~(9)—---~Identity and bristly describe the various 
MemeeicnS one wonld expect <0 find under =he umbrelia of 
n 


Matsrials management in the industrial envirenment. 


Seek 1-- (4) ----Whet are {ha objectives of che materials 


Management concent ? 


~ 


Ee meCon= mec snc Oftiz cer 
fms ederal croc n= studies and reccmmen- 

is atency and ¢ffec*ivenrsess. 
mn 


nagement functions in 


- 
fe 
9 
(Pp 


program managers. 


meni kX TTT (2) ---Y ci 


fj 
rey 
ie 
iw 
rh 
(D 
iN 
i? oe 


cr 
oO 
af 
i 8. 
ct 
iD 
t7 


Mancé méasuréenea 

depar“=ment. Select either 

Gega@rszZation and briefly describe thrs2 cf zhe o 
n 


tant perfcrmance measurens 


GEN-XII-(1) ----There has been an impress 
public chat there is a volarization between business and 
=> 


aqcvernment, and thet public policy adversely affects 


ata 





ts 
fs 
” 
| 4 
J 
cD 
"1 


S. Pomweuldsepeece the te 845 2 solid cohesive ktusi- 
Mess Eleck with commen interests defending itself egainst a 
government which is inimic 


2 
@= cecent €e€vents Which would 


{ji 


26 
upport or oppese 7he above 
impression and your views as to whether there is a a O° 


Ene G=Gis sCorduce Of bUSIn2ss. 


cy 


Ww 
gevernmernt ccncern in the 


GEN-XII-(10)---Our industrial cro 
hes net msasured up to the prog 
@eveicped nations, scme of which w 
ails Paes has reduced our ‘competitive st 
mmonal =radé. What dco vou p2rcaive to b 


Seuses £Or cur reduced productivy 


oe 
S 
ct 
bat 
#4) 


Seme XI--(3)-—--Recently a congressional review 26. 2s 
defense industrial tase raveaied an unnsalthy situa-icn of 
Bees ining PESCMCeAVEtY sqeew. hy, agin Eeceia toes and 
machinery, shortages in crtiterial materiais, prolonged lead 
times, and skilled labor shortages. What do vou perceive 
Meme VeoTiMent Can de <O ZOErTSct this ceonditien and improve 


n 
industrial responsiveness? 


Periexti—(6)--“-Ildentify and orierly daiscuss th2 primary 
differences etween commercial contracts and Government 
font Caczs. 

Sie ALTI—-(0)-~--~ITt aprears that in the U. S. inflaticn will 
persist for the forsesable future. Deing business in an 
int ary eccnomy raises numerous problems. Discuss 


m areas, with emphasis on problams in the purchasing 


GEN-XI-- (0) ----The Small Business Administration has defined 
social disadvantage with respect Zemeeeses  55C.2ORn 8 (a) 
Program. What elements must one demonstrate to establish a 


Genvincing case of sccial disadvantages? 
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GEN-XI--(1) -7---An Agreement on GOVETNMHENRT 


E 
Signed in the spring cf 1979 as a part of the anulti-lateral 


trade negotiation and was approved by Congress under Public 
paws 9O- 29. ieee Ecos dentists atOr Mutual Ceduction of 
international trade barriers in governmant procurement. 
Executive Order 12260 was issue tO 6 inplemen+t the ached 
woach in effect prohibits discrimination agains EGmea ga 
suppliers of countries party to the agr2emnent in the govern- 
ment procurement process. The Department of Defense issued 
Siew Pace 16 tc the Defsnse Acquisition egula*ticn tc put 
jmme executive order into effect. Discuss ‘*t212 impact = 


Programs, war 


m 
Labor Surplus Area set asides, and balance cf payments. 


Ww) 
O 
th 
ct 
(h 
of 
p) 
OF) 
(iD 
io 
ct 
t a 
iD 
a 
oh) 


men -kKi--(0)-—--There i xoresseqd that 

government should b@ rur lika a business with sound business 

vernment would 

encounter in such managément practices with respect tc its 
i 


BemeCie1ve, Organization, coordinating and contro 
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C. LEGAL QUESTIONS 


LEG-XIV-(5) --—--What is the purpose of th 


(D 
t4 
D 
iQ 


u 
Gon-ract [Tisputes Act that the contractor certify his cla:in? 
Meee 2S <{he role of certification in terms of { O 
Memeeaken by the contracting officer, (b) the contractor's 
mee, if any, =O collect interest, and (c) the 
Bega. tO appeal to the Board of Contract Appe 


See ed States Court cf Claims. 


Meek .TV- (0) —---AS Of October 1, 1982, =wO new courts forn: 


Pees k=a the United States Court of Appeais for the Fe 
Meee ts: and the VYJnitead Stetes Clains Court. Dae ewe ae 


Meee ic 27d fincticn cr chess co 
Merced States Court of Claims a 
a 1682, and (b) he contract 


for injunctive relief againsz «he G 


LEG- XIV- (5) ----What are the Government's rights and Temedies 
in the Inspection Clause which appears in «he General 
Peay? sions (SF32) of 2 Governmen= conzracz? 

LEG-XIV- (7) ----A SCreracuer we nad submitted 5 vouchers 


pounting tO 350,000 in total fom Matsriais and sarvices 
memaered under @ fixed rate contract plus materials at cost. 
The Gevernment paid one of the vouchers in the zmount of 
mo, 000 and Wpon receipt of information of 
meom am inspector the contracting officer rteguesze 
and withheld payment on the other 4 vouch it 
Beuad =~hat the Cen=ractozr's books of accounts were : 
t 


Smey Malntasned and with great difficul- 


mS 
rt 
(p> 
Q 
O 
a 
() 


@es—_s £CL Materials and services to b2 $35 
boo, O0C0. Me aetewecie CON<chacting  OLrticerc tSsrminated the 
Bema cecteand Gesused €C pay ary amoun* on <he basis that the 


claims are ferfeited due to fraudulent billings. The 
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suet cr'sS teport aindicated clearly <chat tha billings wers 
the result cf gross neqligence and intptness in maintaining 
Beeder recerds. MpeeCOawmaccOre Sued FOE breach Of contract 
and the Government ccunterclaimed fraud and scught penaltiss 
meme Viclaticrs of the False Claims Act. Discuss the rela- 
tive merits of the parties' claims and counterclains ané 


your adjudication of the matter. 


LEG-XIII-(8)---Cits and discuss the 
Tegardine the law of agency as it 


a 
the Federal Government and representa 


MeeexGbii-{0)=--In a firm fixed price contract calling fer 


Supplies tc be délivered in accordance with 4a spsacified 
schedule, Peewee teczor as late. Rew ene. COtzraczang 
Sees cer, What are your considérations in determining a 


Mmeeoer course of action for he gevernment? 


MmeG=AlLI-(/)—--Identify <he contractuai adjus=ments which 
femyeee rise under PF. L. 85-804 (extradtrdinary relief). Why de 


we have this authority? 


eee xeTi-~(t)—--<A bidder hand carrisd his bid to an 42qenrcyv 
did jem cOmMTLY With instructions in <h2 IFS <c address 
mien Did «¢ the dssignated toom for bid opening and identify 
en the envelope that it contains a bid with the IFB number. 
Meer caiddéz asked the guard for ths Locat=ion of the kLidders 
room. Wremquasde direcceqd*= ch= S2.dd2=2 Oo tne natéerieae 


i 
meec2Ving Crrics where the bidder deft his oid with the 
h 


Bece=Dtlonis™. MiemnEcCeCepLZ On St §2Ook she bid and gave zh= 
Ileadades a receipt for hand carried documents. The. 534 wes 
delivered afrezr bid opening tO 0 06©th2060 Ce dd@signated = ouyer. 


Discuss the responsibiiities of the bidder in the delivery 
of 2a bid Ra@wWeecwer this 2S 9a Have bid or mishandling by 
the gcvernment. 


lt 





ieee KT Ll=—({1z)--State concisely the principal 


iw ry 
Ww 

Fe) 

a 

4 

f 

joa 

(6H 

uu 

a 


cbligaticns of parties as established by the Chan 


eos il l—-(4)-—--List and @xplain the significant matcars to 
which th¢ decisicn maker should direct his attention when he 


1s considering taking default action. 


eee t- (5)—-~--What changes were brought about by the 
Gemeracte Lisputes Act cf 1978? COmtsase “ches= procedures 


Seeea COMMELCIAL arbitration. 


Mepmeex a —-- (0) --~--A fixed price contract was t2rminated tor 


Boos Cre ne kasis that performance clearly indicated ar 
inability to mest acontractual delivery schedule. The 
agency réesolicited the requirement. Before the clesing date 


u 
O 1 

meer ec2io=: of proresals the agency determined chat ‘the 
Beetee £C> <na ecetault had been cotzrected and delivery 
Sepected under anew precurement would be ister than the 
delivery expected from the defaulted c Baca C lr. Discuss 
moet her tke agency can canc2l the Solicitation cf thi r2pra- 


Dec r = sand raitnstate =he G@etaulczed con*2zacz. 


Merci —-~ (2)—---PEicr =O recezpt of afinal paymen~ cf an 


Paerc= UlC@emea fixed Petco Contract the contractor sent a 
Meee Ssse=ting dad Claim £cr a cConstzuctive change. The 
Claim was nct processed but the final paymsnz was subse- 
guently processed, ANaeeMeweCONe2aC eon aeccCepeE=d the check. 


Moen the Centractor submitted another clain based cn a 
fens <ructive change. MicGeacl ee] El once “er the ccntracror 


Meepursuing both clains? 


mee- kw 1--=({)/)-=--A CeCntractor when SUOfeceaig a trcrosal 
failed tc present Gare odta under ene “Treuch in 


Memoria s2ens" Ace (FP. Lo. 987-653) and tna contract was n2go- 


mated Cn Ehe basis cf incorrect data. Veda ter audit ic 
Wise dGt2Cfined  ther= waS an OVerpriciny of 30%, and the 


116 





Bemerdcech PY thet time Submitted 5 invoices for payment of 
partial deliveries. The last invoice for the final delivery 


was not paid to cffset in part the overpricing. This matter 


Was Ultimately czraterrsed t9 the U. S. Attorney after the 
contractcr refused tc reimburse th government. fie US. 
Peee@aney brought suit under the False Claims Act. Discuss 


meme zrlts Of the aczion by che U. 5. At*orney and the 
possible pénalties the cecntractor may suffer from such 


elez lon. 


tee kK i—-~ (1) -—-~Discucs the rights of unsuccessful low offe- 
mobs —2 Gain access te proposal evaluations and details of 


awazrdes'! 


tn 


proposals under the Preedom of Information Act. 


eG X1~-(0) ----A contzactcr prasented a claim for a change. 
Mee rte Was a protracted negotiation cn the chande. 
Vv 


t had been nagotiated the go 
m 


ga St ruea = Ofna oyrcGe fine the Ccr=ractor 
cculd submit an invoice for payment s3ven months had passed 
Since settlement and another month was consumed to effect 
the payment. The ccntractor claims interest from the date 
cf the chande. $e eee ole, os ny or the ccénttwac- 


memes entitlement to int=reaist. 


cele. 





CD. FINANCE, ECONOMICS AND ACCOUNTING QUESTIONS 


FEA-XIV-(7) ----Prices structured by UAGUSTEY Weiecluds 4 


> 


Ty 


Pew e actors Discuss the underlying considéeraticons in 


rh 


TO 


detertnining a fair and reascnable profit. 


FEA-XIV- (5) ----Overhéead accounting deals wit 


Ey 
ct 
Q om 
Mm 
gS 
‘D 
fv 
{fn 
= 
4 
(D 
{ 


Beard allocation cif costs not directly assc 
wae product. Describe various *t¢chnigues for ov 4d 

cont z=cl and indicate why these techniques tend te differ 
meom techniques for control of direct material, d 


ei cthec direct costs. 


SA~XIV- (1) -~--X Company developed 2 new product which ccst 


Meamenatiicn ink & OD. Eeeeitias Mea Capac. =y £6 produce 
fe00C,000 units during the year. Its marketing d=par-menz 


assures nanagenent that the itam is hot, the opublic will 


Memeat It, and it can be expected thea entire production 
eaveci=y will sell. The company 4S a fixed manufacturing 
cyernead cf $6,000,000 per year and $3,900,000 fixed general 
Maemad@iniistrative expenses. Peace sea ad semi-varta bil > 
Peees 2 Manutactuling overhaad will Sue Of Gi=pet tetor 
costs ani the semi-variable costs in G & A will be 10% of 
eed. Manufacturing costs. ie ede akemce. SSCOUD tne a 2 
MeeostS during the first year. I+ 2Sstimazes the average 
Seo. Cf direc: labor would be $1 ES c= Wnts 


mem Watscial. The company's object S 
Of $7,200,000 on the product for th2 year. At WwW 


Meeece Muse 1t sell each unit =o attain the cbjective 


FEA~XIII- (1) --~Define direct and indirect cost and explain 
why and hew the two typ¢s of cost are =zreacted differently in 


a contractor's accounting system. 
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ea P= (Ny ——=Tncluded in che indirect cost acccunzs is ac 
item of rentaéi payments. iMiecmeeCOneraG.Or Leased an entire 


m 

foeilaty fee 20 years. The terms of the lease provided for 
she ttoral rent to be paid during the first 5 years 

nd the remaining 50% over the residual 15 years. In dster- 


Mining reasonable and allocabie ccsts, considering cost 


accounting standard 404 and cost principles covéring rental 
Beees, —~¢C What extent would you allow rental payments? 
PREA-XiTI-(1)---Explain how <h? concép~ of a "fair and 


reascnable"” orice is validated for a formally 2zdvertised as 


Bepoced *O a negotiated Government contract. 


FEA-XIII-(4)-~-AS @ negotia 

meme) Your negOcia=ion strategy diftser if your firm is 

economically part of (a) an ol 
t 


monopcly, or {c} a large compe 


> 


PEA-XITI- (6) -~--An analysis of the current financial 
is required tc determine the financial capability o 
Meemeca.= Ncw you wevld determine the ability of a2 firm to 
BeomatMarcial ocligations. Us2 both quantitative and 


qualitative analysis. 


Pee ET — (6) —----Yrnder what ccnditions can a firm charge 


Mime serSHe Bric=s £oO> the Same product to the same ‘type of 


eastomer? 
Mem. io- (zZ)=---In cost analysis, one of the cost entries to 
be analyzed anil evaluated is depreclazion. hve “wo Mesncds 


mcommon Wse for figuring depraciation are the "straight- 


fone method", ane sence sUil=O@--ne—yeants digits methoc". 
How dc the methods differ? Wiles yields the highezr ne* 
present value? As the buyer, would it make any diff2rence 
tc you which method «he vendor used? 
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ee ee 0} <== T ne 


CS 


at 


Q 


2S monies for pro 


zgnated 


as 
the 


are des as 
Discuss 


programming, contracting 


cngress 
=P ec 


LS le Sie cl im Le 


=n 


Significanc: 


Grete sunsted Sta=ss appzopri- 


crurposes annually. The mcnies 


ities year and 
Of This 


, and contract administration. 


WO year. 


-_ 
—_ 


in Federal procurement 


FEA-XII- (3) ----Differentizte oetween price analysis and cost 


analysis as used 


procursment. What gens 


1M eVatlatiten 


of proposals in government 


) => 
eee 


ral considerations govern «he 


Bem GL the appropriate analy:ical approach? 


re 


-— 


Meme § L-— (1) ---- Procure 


Biccal policy 


=a 


meén=z's 


effactive is precurement 


government spending. 


mee § t= = (0) —-——-Scne 
maget CCL a per 
materials used in 

a 


of 


Seeual ccs=s Wi the 


measured ry means 


mee acccunt show 


using a max¢rials budget 


crganizati.ons 
BOG VELOVeECT ING 
BECaql Cun g 

variances 


and what 


cS 
Cus 


t=e 


ac 


esca biach cb jcc: 
requirenaents and 
i OLoduet , 
budgeted costs. 
SeCcoun =o). What 
shortcomings can you percéive 


for performance measurement? 


120 





Ee. CCNTRACTING QUESTIONS 


meek iV-(7)-~--What defines a2 “competitive range"? Wioats 
Factors should be ccnsidered in sxcluding an offeror from 


the "competitive range"? 


mote. TV-(3)----Distinguizsh the "functional" specification 
feom the ‘“*cterformance” specificatid:.. Discuss the feasi- 
ees cf using bcth types Sie plectr Cae tOns 1h <ne 


Come 1 aC. . 


CON~XIV- (7) ----Explain the Cosco VS whe ra-hee CCL lle Ct. 
Specify its essential provisicns and explain ho 
from the Cost-Plus-Incentive-F2e c 


2 
advantages and disadvantages for the maneger. 


em XTV=(0) -—--Under what conditicns would Government 
Beoperty form a basis for altering tke ptice adqreement 


meng pericrmance of @ GOVernmant centrac*? 


CON=XITI-~- (4)---AsS a negotiator for either th? SGcvernment or 
emeeoumercial firm, you are preparing £o negotiate wit 
a 


Sougn.érpart. Wha ¢i¢ 


rm 
(f) 
oe 
5 
i 
Oo 
4 
ct 
fy 
a 
a 
1 
O 
mS 
O 
= 
t a 


m 
feed what motivates your “opponent? 


SON-XiLi—- {7)—--Ccmpate the Seti eae a - PEL Se and 
Cost-Elus-Fixed-Fee contracts. BX 
Meee erences and Simistarities and wh 


miportant. 


GON—-Xi1i-(7)---Describe 4 contractor's stesvcnsibility for 
government owned prcperty and th2 conditions under which 


there is relief of liability for such property. 


Sen XTPi— (1) -=-=-Identify several important aASpects the 
Government contracting office should consider in reviewing a 
Somebaceor’S proposed SUDGGtmsace J120- <shs; purpose of 


Guan zing consent. 
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CON-XII-(0) --~--Discuss the decisicn to create ai second 
source. What are the principal considerations? Ree cic 
opject being procured is technically complex, second source 


MeeatiOn can be difficult. Why? 


CON-XII-(0)----The Federal Government fiews iLlnspection, 
acceptance and warranties cf products and s¢ 


rv 
Gently than the private sector--and tht cla 


uses in a 
Government centract <teflect tnase differences. Identify the 
mamon ditfectences and discuss the rationals fer then. 


Mem-XTI—- (2) ----List the Key decisions prccurem3n:: managers 
make during their planning and vréparation ¢fforts cz new 


contractual undertakings. 


CON-XII- (0) --~--One of the functions carried cut asi part of 
mn 


procurement and contract nanagement is revise* anc approval 

Gmmeccntract actions. Eqee citys ehaee =yoes oracle ene 

subject to review. Ciscuss the objectives of tne zteview and 
c 


J 
the questions pertinent to ¢sach tyne of 2 
fied. 


CON-XII-(2) ----AS a Government negotiator, hew weuld ycur 
Megotiation strategy 2*ffer when dealing with a contractor 


meeene “Ccliowing situations? 


ae SCromoaclurce CON<r actor 
Eye competitive environman= 
Ge cllagepelistic firm 
ole regulated industry 


CON-XI-- (0) ----Some contractors possess facilities under 
mrellitieS contracts for us3 CPG Le LG gcv 
conzraccs. Discuss the ramifications on «he intended 


Bose uracil ties fOr aWartds wnder consideration unde 


ZZ 





and négotiation resulting from a RFP issued by an unrelated 


agency. 


CON-XI-- (0) ----You are a contracting orficer who award=da 
zucking contract anda short time later you observe an iten 
in the newspaper that the contractor was conviccte! cf a 
corzugticn of a government employee in attemp*tin: 

ence, obstruct and impede the due administration cf tustice. 
Demeveu Consider that if is incumbent for you to take: tne 
necessary action to terminate your contract? Give 


Bemeycur decisicn. 


CON- XI-- (7) -e--In a competitive negortiazed BOGCH=eNen = 3oOn. 2 
fixed price basis there was a protsst on the award of a 
Beteeracs t£¢ the successful of&fercr cn the bdbasts that a 

n OSS <RS 


Mpeescn Of ths propesal was no 
Beepelecy Cf SUch prctest and the basis for your 
Bepone pro est considering it was made within the croper 


mete timitations. 


° 
em %i-—{1) ----Recently new regulations were issued as errr 
cf the Federal Procurement Regulations See 2 
aSGULSizion of automatic data procassing eg 

chally available software, maintenance serv: 
by government agencies and contractors 

mime gency CeCntracting officer [rea to acquires these itaus? 


Disctss the policies, procedures and selection criteria a 


tn 


MieredGethG OQrkteGsr iS sequizead to rollow ia fultziling a 


procurement request for those ltems. 


| 


CON-XI-- (1) ----What are =he datrimental effects, in tae 
EEOGUECNENt Gr acauisition process, cf a specificaticn or 
work statement which lacks clarity or sufficient definitive 


requirements? 
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Fe. PRODUCTION QUESTIONS 


FRO-XIV-(0) ----A numter of Japanese firms have gone +09 an 
inventory system termed "Just in time", (inccming materials 
arrive at the plant-just in time to be installed and used in 
the production line). What changes would be required in <he 


feem'S Prccurenment and production systens to implement this 


Goncert? 

PRO-XIV-(8) ----What are the primary ¢lements of a firm's 
guality assuranc2 program? Discuss =h2 purpose and crela- 
Beoagschit cf these elements to other acztivitiss in «he fira. 
PRO-XIV- (2) ----What is the fundamental objective of value 
SieeeySis in controlling mat¢eriais? Describe the chases 
moeluded in an overali value analysis study. 
Peo-X1V- (3) -==--Dertine five analytical, commonly us¢d nethcds 
memmorecauc -2¢n planning, scheduling and control. Bris tly 
discuss their basic ChagaG orice. CS and advantages/ 
disadvantagés. 

Peer bli = (8) ———Factory automation, computer aided d<sian/ 
computer aided manufacturing (CAD/CAM) amedmresGercs Ere 
mev@lucLOnizing the production precess. Discuss These 


changes in technology and their impact cn the procurament/ 


son -CLdcting process. 


FRO-XIII-(8)---Various méethods have been developed tc graph- 
Mealy oCt=tay scheduling in production plannind. An enc 
those methods are: 


Milestone charting 
Haeeoraph charting 
Gantt chartina 


dzne of balance charting 
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DERT and CFM 
a) Briefly discuss the basic characteristics and the use 


cf£ each cf *he above methods. 


b) What advantage does PERT or CPM offer over “he cther 


methods? 


na 
Meme Cr Puy decision by an industrial organization anda 


Government agency. Consider the similarities and difier- 
ences. 
Pee= x tTT—-(0)---Compaze quality assurance and inspection/ 


acc2ptance testing. 


PRO-XII- (5) ----Discuss the use of inventories in a manufac- 
0 


miei na ¢f 


—_ 


O° 
eC ies Address your answer to the types and 


tvi 
functional purposes of inventories. 


PRO-XII- (2) ----Discuss the significance of “lead time" in 
Meeaduction and inventory planning and control. What are the 
compcnents cf lead time? To what extent can lead «ime be 
managed? 


ERO-XI-- (5) ~---Descrite and illustrate zhe following: 


fos bic Ss 


a) Acceptance sampling by 


fv 


(i) 


k) Acceptance sampling by variables 


FPRO-XI-- (4) ----Discuss =the placement of Producticn Centrol 
Boe an OFGanization having Manufaccuring and materials 
departments. (mde= whch Circumstances weuld it be nest 
Beneficial to have Eroduction Control under either of the 


respective functions? 


FRO~ XI-~ (3) ----The first unit requizess 100 hours ct labor 


= 


and $1,000 cf materials. There is an 80% learning curv 


dW 
O 
J 


tz 





labor and 90% l¢arning curve on materials. What would be 


Mero direct costs of & units if labor is $10 per hour? 
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G. LOGISTICS MANAGEMENT QUESTIONS 


Mier v-(/)-—---Desceibe and tllustrate the application cf a 


_) 


operations research/systesms analysis method (i. eé. Jueuing 
theory, inventory thecry, linear programming, Monte Carlo, 
search theory, etc.) to the solution of a precuremen: 


Tanadement cr systems acquisition probienm. 


fee RY — (2) ----This company has =hres plants which preduces 
the sgquipmernt at the same costs. ec Ss 
Mm=™— ical equipment from X, Y¥, and Z, FOB 
is up te distribution managemenzc to d 
mee 10 Pat =e€Ln Cost to fill these orders since transporta- 


maoq costs d=pend on Tie we Shippaag point-d 


Sompinac:c¢n and only one unit can b2 shipped om ach 
Plan < . The shipping costs from each plant to tha «hres 
customers are as follcws: 

ER Pe a SS aa = See <= = S-- Per 
-~-----~-------------------- |-------- ------2- ------------=3 
me fen ene re en eee nn--- $ 200----------- $306 ----------- 545) 
mn Yorn en re ee nn eo - - 25 = ear ar eae 320 
mn rn er rr nn 2 = 500 ee nn -- 350 ------------ Zen 


Beeoueenach Dlents would you ship tne thrse units to X, Y and 


YeeeOo attain the lowest pattern cost? 


Mev (ose —-What Is DEOduUcCt SUpPPpOrTt OF pPEOVisioning, and 
what are some of the basic issues that must be resclved in 


determining how to support a pisce of Squipment? 


Pie ATV— to) —-—-—Pxplain and iliustrats how the marketing 
functicn differs in marketing to government and in markezing 


Poem nduSt=Sial Customers, What ares the similarities if any? 
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Me eeeetont a= Paocuss (the ECOnNCMIc Orier Quantity  (=CO} 
mod¢i as a technique of inventory manageme 
gen2rai formulatica of the model {what elements are 
S 


W 
included) and how is the formula employed to reduce costs? 


Meek TLi~{1)——-~Bricftiy describe five functions performed by 


the traffic/transportation manager in a manufacturing fira. 


Momenri~ (9)---Many Banitacturers rollow a policy of market 


Segm2ntation as one aspact of marketing strategy. 


a) EXOtain ene LtbDlementaticn of such 4 policy. 

b) Wetec OC ceed a GCONOM:G  Eac=zOrs provide the enviren- 
ment for market sequentation? 

C) Toe si ettindaLtens d> you Sas in this strategy? 


LM--XIII-(4)---What role should marks= research (by tne 


purchasing activity sucn as tha Federal Supply Servics) play 
2 


in deter@rining «he govirnment's requirements, <=he type of 
Bene bacc to uss, and aow best tc serve the customer agén- 


cies! needs? 


ae At L—{0) -~--Loeystics management enmplovs the =3rm 
Mee@s<eecmer service level". What ars che main eslements? 
Meegeecat> “22 important characteristics of each. Giv2 ¢xan- 
ples cf standards of service. t= tie <Cenecep: Of CuStoles 


service ievel equally applicable in business sector lcgis- 


mero cand ~ublic seczor Logistics? 


= 


LM=-XII- (z)----What factors would you consider in dester- 


(t+ 


Teapeenag woecner te establish an in-house depc= capability to 


ct 


maintain, repaizc cr rehabilitate equipment as opposed 
S@menactor Services at <=he governmen: facilicy or send «the 


equipment tc a centractor facility 
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Mie i-w (2) -=--1ne Getalis cf logistics in a business varies 


with the type of business and how management perceives its 
scope and decisions included therein. Howsver, i Zherée are 


CG 
functions which are common in all. types of manufaczcuring to 


some degree. These ar customer services, inventcries, 
eaaem pLreecessing and inzorination systsns, ends cans Otc 
eon « Describe these functions and how they achieve an 


objective of management in successfully acquiring and main- 
taining a customer base in the markat nae pots sat = 


return on investment. 


mea t--(0)==--AS a logistics manager you should bea 


Bempeetied With she cost of coods from she “ime preduction 


Panashes it £9 point of sale to the ultimat> consumer and 
frequently beyond that to a limited degrees whers warranties 
apply. Maen ay ene Var2cus costs involved in this precess 
Blew a Drief ¢xplanation ci the contents of such cests. 


ieeim-—-(ij-—--Ady ls it Gdvantajgsous to have a stcrage 
System and what ere its two important functions? 
iat ——(ope=—==Pto Huggy Bear Co. plans to produce 50,900 


Meyay beats and seli hem £902 65 each. If the company has 4 


ot} 
Oy 
Q 
O 
iN 
ct 
Fh 
O 
ty 
ih 


Nene cucs: On =2Un, and if variakls 


x 
Bese ds]= 53 Dez DeaE, ROW Many Dears must be sold tc break 


io 
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